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PREFACE 


This  Handbook  has  been  developed  under  a  contract  whose  original  objective 
was  to  develop  a  method  for  advance  determination  of  multiyear  procurements' 
(MYP)  cost  savings.  Congress,  which  had  greeted  the  revival  of  MYP  requests  with 
enthusiasm  in  1981,  grew  more  critical  during  the  next  two  years  and  approved  only 
the  B-IB  bomber  for  multiyear  funding  in  Fiscal  Year  1984  —  citing  lack  of 
confidence  in  cost-savings  estimates  as  a  major  reason  for  doing  so.  The  resulting 
discouragement  in  the  Project  Offices  —  the  POs  —  indicated  that  something  had  to 
be  done  to  improve  the  chances  for  success  of  MYP  candidates.  Otherwise,  Air 
Force  POs  would  hesitate  to  undertake  them  in  the  future.  The  cost-savings  and 
other  benefits  offered  by  MYPs  would  be  lost. 

The  research  carried  out  in  this  effort  included  an  exhaustive  literature 
search;  compilation  of  a  relevant  data  base;  and  a  number  of  interviews  —  with  PO 
staff  members  and  their  counterparts  in  industry,  on  both  the  prime  contractor  and 
subcontractor  level.  We  discovered  that  both  industry  and  Air  Force  program  offices 
would  like  to  obtain  the  benefits  of  MYPs,  but  are  reluctant  to  undertake  the 
extensive  effort  involved  in  preparing  their  submission  unless  there  is  a  reasonable 
chance  they  will  be  approved.  In  particular,  the  PO  personnel  felt  that  there  is  no 
standard  format  and  procedure  for  processing  MYP  submissions,  and  that  one  is 
needed.  This  Handbook  is  the  result  of  those  discussions.  It  does  not  venture  to 
establish  a  standard  procedure  for  Air  Force  processing  of  MYP  submissions,  but  is 
an  initial  attempt  to  establish  guidelines  for  carrying  out  such  a  procedure. 

We  would  like  to  express  our  appreciation  to  the  many  individuals  who 
graciously  gave  us  their  time  and  knowledge.  Particular  thanks  are  given  to  Kenneth 
L.  Birkhofer,  Myron  Bailey,  Chesley  Holloman,  Fred  Cheek,  Major  Gary  Poleskey  and 
Lt.  Col.  Michael  Goldstein  on  the  F-I6  program;  Donna  Vogel,  Capt.  Barrett  Clay, 
Lt.  Paul  Cox,  Roy  Wilgus,  Major  Kenneth  Roberts  and  Capt.  Noel  Thompson  on  the 
F-101  and  F-110  engine  programs;  Major  Scott  Allen  on  the  F-16  simulator  program; 
and  Capt.  Gary  Rusnak  on  DSCS  III.  Our  industry  contacts  included  Norman  F.  Gauss 
and  Richard  Molchany  on  the  DSCS  III  at  General  Electric  Company,  Frank  E.  Riney 
on  the  F-16  at  General  Dynamics  Corporation,  and  a  number  of  others  at  both  the 
prime  and  subcontractor  level. 
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We  are  also  indebted  to  our  technical  sponsors,  Major  Allen  and  Major 
Poleskey,  for  their  extensive  knowledge  and  insight  into  the  MYP  process;  and  to  our 
project  monitors,  Lt.  Col.  Robert  Skipp  and  his  predecessor,  Lt.  Col.  James  P. 
Weber,  for  their  continuing  guidance  and  help.  Any  errors  in  omission  or  commission 
of  this  work  are  solely  the  responsibility  of  the  undersigned.  Your  critical  comments 
will  be  welcomed. 

Ernest  T.  Kendall,  President 
Commonwealth  Research  Group,  Inc. 


230  Beacon  Street 
Boston,  Massachusetts  02116 
(617)  536-3146 


May  15,  1985 
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Multiyear  procurements  (MYPs),  under  certain  circumstances,  offer  several 
important  advantages  to  the  Air  Force  and  to  the  nation.  They  can  reduce 
acquisition  costs  to  the  A>r  Force,  promote  capital  investment  and  increase 
production  efficiency  in  industry,  and  provide  work  force  stability.  But  MYPs 
require  a  commitment,  by  the  Air  Force  and  by  the  Congress.  It  is  a  commitment 
that  can  extend  up  to  five  years  into  the  future  cmd  involve  substantial  levels  of 
funding.  Quite  reasonably,  it  is  a  commitment  that  is  not  made  lightly.  Of  the  22 
MYP  submissions  made  for  Fiscal  Year  (FY)  1985  funding,  10  were  disapproved 
before  reaching  the  Congress,  and  more  were  disapproved  there.  Only  nine  of  the  22 
were  finally  approved.  In  FY  '84,  only  six  of  16  submissions  to  Congress  were 
approved. 

This  handbook  does  two  things:  It  provides  guidelines  to  Air  Force  program 
officers  in  their  determination  of  likely  MYP  candidates,  and  it  outlines  a  set  of 
procedures  to  follow  which  will  enhance  the  chances  of  success  of  MYP 
submissions.  The  preparation  of  a  MYP  submission  involves  a  considerable  effort  by 
both  Air  Force  Project  Office  (PO)  personnel,  and  by  prime  contractors  and  their 
vendors  and  subcontractors.  By  the  time  it  is  completed,  the  contractor  will  have 
prepared  proposals  on  both  an  annual  buy  and  a  MYP  basis  —  frequently  for  several 
different  rates  of  delivery  of  the  procured  item  —  and  Air  Force  personnel  will  have 
evaluated  them  in  detail,  after  carrying  out  should-cost  and  fact-finding  activities. 
This  extensive  effort  is  warranted  if  the  MYP  submission  is  finally  approved  and  its 
benefits  are  then  actually  realized.  Otherwise,  it  is  both  a  costly  and  discouraging 
exercise.  The  information  contained  in  this  handbook  should  help  accomplish  the 
former  and  avoid  the  latter. 

While  the  guidelines  presented  here  should  be  helpful  in  selecting  appropriate 
MYP  candidates  and  properly  preparing  their  submissions,  these  guidelines  are  not  a 
guarantee  of  success.  Budget  restrictions  and  political  considerations  may  cause  the 
delay  or  disapproval  of  a  MYP  submission.  The  extent  to  which  this  year's  budget 
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contains  out-year  obligations  for  prior  years'  MYPs  can  also  affect  the  success  of  a 
submission.  Each  year's  budget  must  have  a  considerable  degree  of  flexibility. 
Therefore,  the  decision  to  proceed  with  a  MYP  submission  should  not  be  based  solely 
on  its  perceived  advantages,  but  should  take  these  broader  considerations  into 
account  as  well. 

B.  WHAT  IS  A  "MULTIYEAR  PROCUREMENT*  (MYP)? 

A  multiyear  procurement  is  a  contract  in  which  Department  of  Defense  (DOD) 
planned  requirements  for  up  to  a  five-year  period  are  acquired  without  having  total 
funds  available  at  the  time  of  contract  award.  As  such,  it  is  an  exception  to  DOD 
Directive  7200.4  which  requires  that  all  of  the  funds  needed  to  cover  the  total  cost 
of  production  of  a  given  quantity  of  end  items,  with  the  exception  of  some  long-lead¬ 
time  components,  must  be  available  at  the  time  the  contract  is  awarded.  Thus,  a 
MYP  contract  is  an  alternative  to  a  series  of  annual  contracts  in  which  the  end  item 
is  procured  one  year  at  a  time. 

Only  the  first  year  of  a  MYP  contract  is  initially  funded,  but  the  rate  of 
production  and  delivery  of  the  end  item  in  each  year  of  the  MYP  is  specified  in  the 
contract.  If  DOD  changes  that  rate,  the  contract  is  renegotiated.  Should  DOD 
cancel  the  contract,  the  contractor  is  protected  by  a  cancellation  clause  which 
permits  it  to  recover  both  recurring  and  non-recurring  costs. 

There  are  two  major  sources  of  cost  savings  resulting  from  MYP 
acquisitions;  (1)  the  ability  to  purchase  parts  and  material  in  "economic  order 
quantities"  (EOQs);  and  (2)  inflation  avoidance  through  advance  procurement  of  parts 
and  materials  for  future  delivery  at  current  prices.  The  procurement  of  EOQs,  and 
advance  buys  of  parts  and  material  to  avoid  inflation,  are  not  the  same  as  the  initial 
purchase  of  long-lead-time  items.  The  latter  have  been  long  recognized  by 
acquisition  regulations,  which  have  permitted  their  initial  funding  as  a  matter  of 
necessity.  The  former  are  not  purchased  out  of  necessity,  but  for  economic 
reasons.  Large  quantities  of  an  item  can  be  produced  at  the  same  time  at  a  lower 
unit  cost.  Similarly,  firm  orders  for  larger  quantities  of  components  and  parts  can 
permit  subcontractors  to  achieve  production  scheduling  efficiencies  and,  thereby, 
lower  costs.  In  a  competitive  environment,  the  cost  savings  resulting  from  these 
EOQ  purchases  are  passed  on  through  the  prime  contractor  to  the  government.  The 
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same  principle  holds  true  when  materials  are  bought  today,  at  today's  prices,  for 
future  delivery  in  order  to  avoid  inflation-caused  increases  in  future  prices. 


In  order  to  take  advantage  of  these  cost  savings,  the  initial  year's  total 
obligational  authority  (TOA)  must  be  considerably  greater  than  it  would  be  under 
annual  contracting  procedures.  The  funding  profile  for  MYPs  is  front-loaded,  with 
cost  savings  occurring  in  the  later  years  of  the  procurement. 

Multiyear  procurements  are  best  used  for  the  acquisition  of  end  items  for 
which  prior  production  cost  histories  are  available.  They  could  be  used  for  initial 
production  runs  of  an  end  item,  but  are  most  appropriate  for  the  second  (or  third)  and 
following  procurement  orders.  The  Air  Staff  has  now  divided  multiyear  contracts 
into  three  categories:  small,  intermediate,  and  major.  ^ 

A  small  multiyear  contract  is  one  that  involves  a  total  procurement  of  $1 
billion  or  less  ,  research,  development,  test  and  evaluation  (RDT&E)  costs  of  $200 
million  or  less;  and  that  includes  an  EOQ  advance  procurement  of  $20  million  or  less 
or  an  unfunded  cancellation  ceiling  of  $20  million  or  less.  An  intermediate  multiyear 
contract  has  the  same  RDT<5cE  and  procurement  limits,  but  is  one  in  which  EOQ 
advance  buys  and/or  unfunded  cancellation  ceilings  exceed  $20  million.  A  major 
system  multiyear  contract  is  one  that  involves  a  total  procurement  greater  than  $1 
billion. 

C.  SELECTING  A  MYP  CANDIDATE 

Table  1  illustrates  the  obstacles  which  a  MYP  submission  must  overcome  if  it 
is  to  be  approved.  The  first  step  in  overcoming  these  obstacles  is  the  appropriate 
selection  of  MYP  candidate  programs.  Table  2  presents  the  reasons  why  the  military 
services  and  the  Office  of  the  Secretary  of  Defense  (OSD)  rejected  10  MYP  candi- 


1.  Bernard  L.  Weiss,  Brig.  General,  USAF;  Director,  Contracting  and 
Manufacturing  Policy;  "Policy  Letter  84-11  —  Multiyear  Contracting 

Guidance";  Headquarters,  United  States  Air  Force,  Washington,  D.C.,  18  May 
1984. 
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Table  1 


OUTCOMES  OF  MULTIYEAR  PROCUREMENT  (MYP) 
SUBMISSIONS  FOR  FISCAL  YEAR  1985 

Action  Taken  As  A  Result  Of: 


Multiyear 

Procurement  Candidate 

Service 

Review 

OSD 

Review 

Congressional 

Review 

(1) 

(2) 

(3) 

W 

Air  Force; 

Airborne  Warning  and 

D 

— 

— 

Control  System 

AN/ARC  -170  Radio 

D 

— 

— 

DSCS  III 

A 

A 

A 

Inertial  Upper  Stage 

A 

D 

— 

F-16  Airframe 

A 

A 

A 

F-16  Radar 

D 

— 

— 

F-16  Simulator 

A 

A 

D 

Low-level  Laser 

D 

— 

— 

Guided  Bomb 

Army; 

AH-64 

A 

D 

Bradley  Fighting 

D 

— 

Vehicle 

Bradley  Turret  Drive 

A 

A 

A 

Bushmaster  25mm  Gun 

A 

A 

D 

CH-47D  .Modernization 

A 

A 

A 

5-ton  Truck  (M939) 

A 

A 

A 

Shop  Equipment  CMV 

A 

A 

A 

Tow  II  Missle 

A 

A 

A 

UH/EH-60  Airframe 

A 

A 

A 

Navy; 

AN/SSQ-36  Sonobuoy 

A 

D 

— 

An/SSQ-77 

A 

A 

A 

CH/MH-53E  Airframe 

A 

A 

A 

Sealift  Support 

D 

— 

— 

SH-60B 

Abbreviations;  A  =  Approved 

A 

D  =  Disapproved 

D 

Sources;  Columns  (1)  -  (3)  General  Accounting  Office,  Analysis  Of  POP's 

Fiscal  Year  1985  Multiyear  Procurement 
Candidates,  (Washington,  D.C.;  U.S.  Government 
Printing  Office),  October  25,  1984. 

Column  (4)  The  Bureau  of  National  Affairs,  Inc.  "GAO 

Questions  Fitness  of  Five  Weapon  Systems  For 
Multiyear  Procurement,"  Federal  Contracts  Report. 
Vol.  42,  November  25,  1984,  pp.  803-804. 
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REASONS  FOR  THE  MILITARY  SERVICES 
AND  OSD  REJECTIONS  OF  POTENTIAL  MULTIYEAR 
PROCUREMENT  CANDIDATES,  FISCAL  YEAR  1985 


Candidate  Rejected  By; 

Air  Force: 

Airborne  Warning 
and  Control  System 

AN/ARC-170  Radio 

F-16  Radar 

Low-Level  Laser 
Guided  Bomb 

Army; 

Bradley  Fighting  Vehicle 
Navy; 

Sealift  Support 
OSD; 

AH-64  (Army) 

AN/SSQ-77  (Navy) 

Inertial  Upper  Stage 
(Air  Force) 

SH-60B  (Navy) 


Reason  For  Rejection 
- - 

Unstable  Requirements 

Insufficient  Savings 
Unstable  Configuration 
Unstable  Configuration 

Insufficient  Savings 


Unstable  Program  and 
Cost  Estimates 


Low  Confidence  in  Cost 
Estimates 

Unstable  Requirement 

Operational  Failure 
in  June  1983 

Unstable  Requirement 
and  Funding 


Source;  General  Accounting  Office,  Analysis  of  DOD*s  Fiscal  Year  1985  Multiyear 
Procurement  Candidates.  (Washington,  D.C.;  U.S.  Government  Printing 
Office),  October  25,  1984,  p.9. 
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dates  for  FY  'S3  funding.  Table  3  summarizes  the  findings  of  the  General  Accounting 
Office  (GAO),  and  the  actions  of  the  Congress,  regarding  the  12  MYP  candidates 
which  won  OSD  approval.  These  tables  reveal  that  the  primary  criteria  for  selection 
of  MYP  candidates  are  the  so-called  "Carlucci  initiatives". 

1.  The  Carlucci  Criteria 

On  May  1,  1981,  Frank  C.  Carlucci,  Deputy  Secretary  of  Defense,  issued 
a  "Policy  Memoremdum  on  Multiyear  Procurement."  This  stated,  among  other  things, 
that 


"For  quantity  production,  contracts  should  be  structured  and 
funded  wherever  possible  to  benefit  from  economies  of  scale 
where  such  economies  can  be  attained  at  an  acceptable  level  of 
risk  to  both  the  government  and  the  contractor."^ 

It  then  went  on  to  establish  six  criteria  for  evaluating  MYP  candidates.  These 
criteria  are: 


1.  Benefit  to  the  Government  —  primarily  in  reduced  costs  without  incurring 
undue  risk. 

2.  Stability  of  Requirement  —  whereby  the  minimum  need  for  the  end  item 
is  expected  to  remain  unchanged,  or  vary  only  slightly  during  the 
contemplated  contract  period. 

3.  Stability  of  Funding  —  in  that  there  is  a  reasonable  expectation  that  the 
program  is  likely  to  be  funded  at  the  contract  level  throughout  the 
contract  period. 

4.  Stable  Configuration  ~  wherein  the  procured  .item's  configuration  is 
technically  mature  and  will  experience  only  minor  changes  throughout  the 
contract  period. 


2.  Frank  C.  Carlucci,  Deputy  Secretary  of  Defense,  "Policy  Memorandum  on 
Multiyear  Procurement,"  Memorandum  for  Secretaries  of  Military 
Departments.  Washington:  D.C.,  May  1,  1981. 
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Table  3 


CONGRESSIONAL  ACTION  ON  THE  DEPARTMENT 
OF  DEFENSE'S  MULTIYEAR  PROCUREMENT  CANDIDATES, 


FISCAL 

YEAR  1985 

Systaa/Subsyatea 

General  Accounting  Office  (CAO) 
Opinion 

Congressional  Action 

On  MYP  Authority 

Air  Force: 
r-16  Alrfraaa 

Cost  Confidence 

Favorable 

Approved 

Approved 

F-16  Slaulator 

Cost  Confidence 
Savings 

Design  Stability 

Uanfavorsble 

HX 

Denied 

(Savings,  Design 
Stability) 

DSCS  III 

Coat  Confidence 

Favorable 

tlX 

Approved^ 

Arav; 

DH/EH-SOA  Alrfraaa 

Cost  Confidence 

Favorable 

Approved 

Approved 

CH-470  Kodamlzatlon 

Cost  Confidence 

ra*/orabls 

Approved 

Approved 

5-Ton  Truck  (H939) 

Cost  Confidence 

Favorable 

Approved 

Approved 

Tow  II  Klaslla 

Coat  Confidence 

Reg.  Stability 

Funding  stability 

Unfavorable 

Approved 

Denied! 

(Funding  Stability, 
Cost  Growth) 

Shop  Eguipaent  CMV 

Cost  Confidence 
Funding  Stability 
Design  Stability 

Unfavorable 

Approved 

Approved 

Bradley  Turret  Drive 

Cost  Confidence 
Savings 

Reg.  Stability 

Unfavorable 

HA 

Approved 

Bushaaater  ISaa  Cun 

Cost  Confidence 

Reg.  Stability 

Funding  Stability 

Unfavorable 

Approved 

Denied 

(Reg.  Stability 
Funding  Stability) 

Havy: 

CH/KH-5E  Alrfraaa 

Cost  Confidence 

Favorable 

xpproved 

Approved 

AH/SSQ-3S  Sonobuoy 

Cost  Confidsnes 

unfavorable 

Approved 

Approved 

M>br«vlation!  NA  »  Hot  Available 


Hotels:  1.  CAO  notes  that  none  at  the  13  candidates  set  the  cost  confidence  criteria 
because  firs  proposals  vero  unavailable  at  tha  tiaa  of  their  evaluations. 

Too  Bureau  of  National  Affairs,  Inc.,  "CAO  Questions  Fitness  of  Five  Weapon 
Procuresont,  Tederal  Contracts  Report.  Vol.  «2,  Mbvei 


Sources: 


35,  1984. 
Coluan  (1) 

Coluan  (3) 
Coluan  (3) 


pp.  803-804. 


Noveaber 


Censral  Accounting  Office.  Analysis  of  DOD's  Fiscal  year  1985  Year 
Hultiyear  Procureayt  Candidates.  (Washiiibon.  aTe:* — U.'s;  Covernaertt 
printing  otrice) ,  October  15,  1584,  pp.  is. 


Ibid.,  p.  3. 


?2aJ*  2^  Rspresentati^s.  I^partaent  of  Defense  Authoriiatlon  Act. 

Conference  Report,  Re'i^rt  Ho.  98-1880,  (Washington  B.C.: — ffts. 
CovsETtaent  Printing  Office),  Septeaber  38,  1984,  pp.’8-13. 

Coluan  (4)  Agreeaent  between  the  House  and  Senate  Appropriation  Coaalttaa. 

19 a?"  °?tense  Appropriation  Bill. 

98-1088:  Sonata  Report,  Report  No. 

26  1984  *****^^"’^*"’  ®o''«rnaant  Printing  Office),  Sept. 
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5.  Degree  of  Cost  Confidence  ~  wherein  there  is  a  reasonable  assurance 
that  the  estimated  cost  savings  resulting  from  the  MYP  are  realistic  and 
will  actually  be  achieved. 

6.  Degree  of  Confidence  in  Contractor  Capability  —  to  perform  adequately 
and  meet  the  terms  of  the  contract. 


The  first  five  of  these  criteria  were  formally  adopted  by  the  Congress  in  the 
Department  of  Defense  Authorization  Act  of  1982  (Public  Law  (P.L.)  97-86, 
(Section  909),  which  added  paragraph  (h)  to  10  USC  2306.  Thus,  the  head  of  an 
agency  is  permitted  to  make  multiyear  contracts  whenever  he  or  she  finds: 


"(A)  that  the  use  of  such  a  contract  will  promote  the  national 
security  of  the  United  States  and  will  result  in  reduced 
total  costs  under  the  contract; 

"(B)  that  the  minimum  need  for  the  property  to  be  purchased 
is  expected  to  remain  substantially  unchanged  during  the 
contemplated  contract  period  in  terms  of  production 
rate,  procurement  rate,  and  total  quantities; 

"(C)  that  there  is  a  reasonable  expectation  that  throughout 
the  contemplated  contract  period  the  Department  of 
Defense  will  request  funding  for  the  contract  at  the  level 
required  to  avoid  contract  cancellation; 

"(D)  that  there  is  a  stable  design  for  the  property  to  be 
acquired  and  that  the  technical  risks  associated  with 
such  property  are  not  excessive;  and 

"(E)  that  the  estimates  of  both  the  cost  of  the  contract  and 
the  anticipated  cost  avoidance  through  the  use  of  a 
multiyear  contract  are  realistic."^ 


3.  United  States  Code,  Congressional  and  Administrative  News.  97th  Congress  - 
First  Session,  (St.  Paul,  Minn.:  West  Publishing  Co.),  1981,  pp.  1118  -  1119. 
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A  MYP  submission  that  does  not  satisfy  the  above  criteria  is  not  likely  to  be 
approved.  The  last  criterion  —  that  of  estimated  cost  savings  —  has  been  especially 
important.  Emphasis  has  been  placed  here  on  the  best  ways  in  which  to  meet  this 
criterion,  and  these  are  summarized  in  Section  D  below. 

2.  Other  Considerations 

Four  other  factors  should  be  considered  in  selecting  MYP  candidates:  (1) 
the  extent  of  competition  for  the  relevant  year's  defense  budget  from  other  MYP 
candidates;  (2)  the  extent  to  which  that  year's  budget  will  have  already  been 
committed  to  previously  approved  MYP  obligations;  (3)  the  extent  of  political 
support  for  the  MYP  candidate;  and  (4)  the  total  defense  budget  level  that  can  be 
expected  to  be  approved  in  the  initial  year  of  funding,  based  on  evaluations  of  the 
government's  national  debt  and  popular  and  Congressional  attitudes  toward  it  and  the 
budget  for  defense. 

The  first  two  factors  are  important  because  of  the  need  for  flexibility  in  the 
defense  budget  in  the  event  of  budget  cutbacks  or  changes  in  the  perceived  threat. 
Any  given  MYP  candidate  will  therefore  have  to  compete  with  other  candidates,  and 
the  willingness  to  initiate  new  MYPs  will  depend  on  the  extent  to  which  that  year's 
defense  budget  is  already  obligated  to  prior  years'  MYP  programs. 

Political  considerations  may  be  general  ones,  or  may  play  an  important  role  in 
a  particular  MYP  candidate's  decision.  Defense  expenditures  increased  sizably  in  the 
early  1980s,  for  example,  so  that  by  mid-1985  there  was  a  popular  feeling  that  they 
should  be  reduced.  Such  budget  reductions  can  cause  Congressional  rejection  of  MYP 
candidates  which  might  otherwise  have  been  approved.  This  can  be  offset,  however 
~  even  in  times  of  budget  cutbacks  —  if  there  is  strong  support  for  a  particular  MYP 
candidate.  The  B-IB  aircraft,  for  example,  had  the  President's  strong  support  and 
was  approved  for  a  MYP  acquisition.  Similarly,  the  FY  '86  budget  request  suddenly 
contained  an  item  for  143  Northrop  F-20  aircraft  —  presumably  because  of  political 
pressures  >-  despite  an  announced  intention  to  reduce  that  year's  defense  budget  by 
30  percent. 


-  9- 

Commonwealth  Research  Group,  Inc. 


BOSTOfV.  MA««AC1lvaBTTS 


1.  Summary 


From  the  above  discussion  it  is  apparent  that  the  criteria  for  selecting 
MYP  candidates  are  as  follows: 

a.  The  candidate  must  meet  the  Carlucci  criteria.  The  best  candidates 
are  those  in  their  second  or  third  production  buys  and  for  which  there 
are  detailed,  historical  production  cost  data  to  support  the  estimate 
of  MYP  savings. 

b.  The  candidate  should  be  one  which  can  compete  successfully  against 
other  MYP  candidates. 

c.  An  adequate  budget  for  new  MYP  acquisitions  should  be  reasonably 
expected  to  be  available. 

d.  There  is  political  support  for  »  or,  at  least,  no  political  objection  to 
—  the  MYP  candidate. 

If  these  criteria  are  met,  the  possible  benefits  to  be  achieved  through  use  of  a 
multiyear  procurement  will  warrant  the  expenditure  of  time,  money,  and  effort 
needed  to  prepare  its  submission. 

I 

D.  PROCESSING  A  MYP  SUBMISSION 

It  may  take  more  than  three  years  from  the  time  a  candidate  is  initially 
considered  for  a  MYP  to  the  time  a  contract  is  awarded.  Two  years  will  pass  from 
the  time  the  budgetary  estimate  is  first  approved  to  the  time  of  contract  award. 
During  this  time,  the  degree  to  which  the  MYP  candidate  satisfies  the  selection 
criteria  that  were  described  above  may  change.  Assuming  it  does  not,  the  most 
important  aspect  of  the  MYP  submission  will  be  the  validity  and  stability  of  the 
estimates  of  cost  savings. 

The  general  procedures  for  processing  a  MYP  candidate  are  described  in  the 
AFSC  supplement  to  the  Federal  Acquisition  Regulation  (FAR)  Section  17.191. 
These  are  presented  in  Table  4  and  are  discussed  in  more  detail  in  Chapter  III.  For 
the  moment,  however,  we  are  more  concerned  with  the  practical  procedures  that 
must  be  followed  by  the  Project  Office  (PO)  in  order  to  ensure  that  the  multiyear 
submission  will  be  complete  and  accurate  in  its  cost  savings  estimate. 
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Table  » 


i 

FORMAL  PROCEDURES  FOR  PROCESSING 
A  MYP  SUBMISSION 

In  general,  the  procedures  for  processing  a  multiyear  candidate  are  as  follows: 

(a)  Conduct  multiyear  feasibility  study,  evaluate  possible  buy  profiles,  and 
develop  savings  estimates  using  contractor  inputs. 

(b)  Document  the  study  in  a  multiyear  exhibit  justification  package  and 
prepare  initial  multiyear  findings. 

(c)  Submit  the  multiyear  exhibit  package  as  a  budget  input  to  obtain  up-front 
funds  for  Economic  Order  Quantity  (EOQ)  material  buys. 

(d)  Present  the  initial  multiyear  findings  package  to  the  appropriate 
authority  for  approval  to  solicit  dual  multiyear/annual  buy  proposals. 

(e)  Solicit  and  obtain  multiyear/annual  buy  firm  proposals. 

(f)  Validate  initial  estimated  costs  and  savings  by  analyzing  differences 
between  multiyear  and  annual  buy  proposals  and  then  comparing  proposals 
to  original  estimates;  document  them  in  a  validation  findings  package. 

(g)  Submit  documentation  for  appropriate  reporting  and  approvals. 

(h)  Award  the  multiyear  contract.  The  contract  may  be  unpriced,  in  the 
form  of  an  expanded  advance  buy  or  letter  contract,  or  it  may  be  a  firm 
definitized  contract. 

Source:  Headquarters  AFSC  supplement  to  Air  Force  FAR  Sup  No.  17.191:  as 
enclosed  in  Thomas  E.  Lloyd,  Colonel,  USAF,  Assistant  DCS/Contracting 
and  Manufacturing,  "DCS/Contracting  and  Manufacturing  Policy  Letter 
84-16,  Multiyear  Contracting  Guidance."  Headquarters,  Air  Force  Systems 
Command,  Andrew  Air  Force  Base,  Washington,  D.C.  20334,  May  18,  1984. 
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Production  cost  estimates  may  be  made: 

1.  parametrically  --  based  on  the  physical  and  performance 
characteristics  of  the  procured  item; 

2.  by  analogy  —  to  other  similar  specific  systems  or  subsystems; 

3.  from  historical  data  —  on  the  cost  of  production  of  similar  past 
procurements;  or 

4.  by  analysis  of  contractor  data. 


Of  these,  the  last  has  proven  to  be  the  most  satisfactory  for  the  estimation  of 
cost  savings  resulting  from  multiyear  procurements.  An  acceptable  MYP  submission 
for  purposes  of  budget  input  and  initial  findings,  will  contain  informal  but  realistic 
contractor  cost  estimates,  made  on  both  an  annual  buy  and  a  MYP  basis.  In  order  to 
obtain  these  estimates,  the  practical  steps  that  the  PO  should  take,  at  the  outset, 
are  as  follows:  (Note  that  this  list  implies  a  sole-source  procurement.  While  the 
majority  of  multiyear  candidates  involve  only  one  source,  MYPs  are  also  applicable 
in  a  competitive  environment.  In  such  cases,  care  must  be  taken  to  ensure  that  all 
potential  contractors  are  treated  alike.) 

1.  Establish  early  communication  with  the  contractor. 

Inform  the  contractor  as  soon  as  a  MYP  is  considered. 

2.  Establish  common  assumptions. 

Define  the  number  of  lots  to  be  procured;  the  quantity  in  each;  the 
extent  of  possible  instability  in  configuration  to  be  expected;  the 
various  rates  of  delivery  that  are  being  considered. 

3.  Ensure  that  the  contractor  gets  firm  information  from  its  vendors 
and  subcontractors. 

Preliminary  prices  for  specified  quantities  per  year  should  be 
obtained  in  writing,  as  well  as  the  cost  savings  on  these  quantities 
that  will  result  from  a  multiyear  procurement,  emd  savings  from  EOQ 
buys. 

U.  Go  to  the  contractor  and  work  with  it. 

In  order  for  the  contractor  to  accurately  estimate  MYP  cost  savings, 
the  PO  must  facilitate  communications  with  the  contractor  to  ensure 
its  ability  to  respond  to  changing  requirements. 
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3.  Critically  review  the  contractor's  cost  estimates 


The  PO,  frequently  with  the  cooperation  of  the  cogni2:ant  Plant 
Representative  Office,  should  review  the  contractor  cost  estimates 
and  critically  analyze  the  basis  for  the  contractor's  cost  savings 
resulting  from  a  MYP.  The  ideal  MYP  candidate  will  be  in  current 
production,  and  detailed,  relevant,  production  cost  data  will 
therefore  be  available. 

6.  Analyze  in  detail  the  contractor's  cost-savings  estimates. 

The  PO  must  examine  the  sources  of  cost-savings.  Do  they  result 
from  EOQ  buys?  From  inflation-avoidance?  Are  there  savings  in 
manufacturing  processes?  In  tooling?  Engineering?  Support 
equipment?  Will  the  MYP  enhance  the  contractor's  investment  in 
capital  equipment  so  that  savings  will  result  from  automation,  the 
use  of  robotics,  or  other  manufacturing  aids? 

7.  Communicate  disagreements  to  the  contractor. 

Areas  in  which  the  PO  disagrees  with  the  contractor's  estimates  of 
cost-savings  should  be  communicated  to  the  contractor  and 
disagreements  should  be  resolved.  At  times,  the  PO's  independent 
audit  of  the  contractor's  production  process  will  reveal  changes  that 
can  be  made  to  produce  cost  savings.  If  the  contractor  concurs  and 
implements  these  changes,  the  cost  savings  may  be  realized. 

8.  Submit  initial,  rough-order-of-magnitude  (ROM)  quality  MYP 
package. 

The  PO  submits  the  initial  MYP  submission  to  AFSC,  containing  the 
appropriate  exhibits  (see  Chapter  III). 


The  above  steps  are  typical  of  the  initial  phase  of  successful  MYP  submissions 
in  the  past.  They  were  implemented  on  a  high-production-rate  program,  the  F-16 
aircraft,  as  well  as  on  the  low-production-rate  DSCS-III  satellite  program. 

The  difference  between  multiyear  and  annual  funding  profiles  presents 
problems:  multiyear  contracts  require  greater  initial  funding  and  therefore  impose  a 
greater  initial  burden  on  the  budget.  Determination  of  the  net  present  value  of 
future  cost  savings  is  made  differently  by  the  Air  Force,  the  contractor,  and  the 
GAO.  This,  too,  presents  problems  which  should  be  foreseen  and  addressed  by  the 
initiator  of  a  MYP  submission. 
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E.  SUMMARY 

Multiyear  procurements,  under  certain  circumstances,  can  provide  a  number 
of  benefits  to  the  government  —  the  primary  one  of  which  is  savings  in  the  cost  of 
procurement  of  defense  systems.  The  best  MYP  candidates  are  those  whose 
production  costs  are  known  and  whose  future  requirement  and  configuration  are 
stable.  Approval  of  a  MYP  candidate  —  by  the  Air  Force,  OSD,  and  the  Congress  — 
requires  detailed  documentation  of  expected  cost-savings;  budget  availability  for 
multiyear  procurements;  and  at  least  some  political  support.  It  must  be  evident  that 
initial  cost-savings  estimates  are  realistic  and  will  actually  be  achieved  in  the  final 
award  of  a  multiyear  contract.  In  order  to  ensure  this,  initial  contact  with  the 
contractor  must  be  made  by  the  PO,  and  continuing  close  communications  must  be 
maintained.  Contractor  cost  estimates  must  be  generated  on  both  an  annual  and  a 
multiyear  basis,  and  should  include  vendor  and  subcontractor  inputs.  Critical 
examinations  of  costs  and  sources  of  cost-savings  should  be  made  by  the  PO,  and, 
although  it  is  not  a  requirement,  disagreements  with  the  contractor  should  be 
discussed  and  resolved,  if  possible. 

Completion  of  this  initial  phase,  and  the  annual  and  multiyear  submission 
phases  that  follow  it,  requires  analyses  of  the  funding  profiles;  their  net  present 
value;  and  the  internal  rate  of  return  resulting  from  a  multiyear  contract.  The 
funding  profile  of  multiyear  procurements  differs  from  the  normal  profile  associated 
with  a  series  of  annual  contracts.  The  problems  caused  by  these  occurrences  are 
discussed  in  more  detail  in  Chapter  111.  For  now,  it  is  simply  important  that  the 
initiator  of  a  MYP  submission  be  aware  of  them. 

When  at  all  possible,  it  will  be  desirable  to  obtain  competitive  MYP  proposals 
from  more  than  one  vendor.  Experience  with  the  competitive  procurement  of  Pratt 
&  Whitney  F-lOO  and  General  Electric  F-110  engines  show  that  competition  can 
result  in  sizable  savings  in  costs.  In  another  example,  General  Dynamics  reduced  its 
unit  price  for  F-16  aircraft  when  threatened  by  competition  from  the  Northrop  F-20 
lor  special  mission  purposes. 

The  following  chapters  of  this  handbook  discuss  these  considerations  in  more 
detail.  Chapter  II  describes  the  requirements  for  a  potentially  successful  MYP 
candidate;  Chapter  III  describes  the  process  for  submitting  the  candidate  for 
approval.  Detailed  descriptions  of  relevant  data  are  presented  in  the  appendices. 
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SELECTING  A  MYP  CANDIDATE 


A.  INTRODUCTION 

If  a  MYP  candidate  is  to  have  a  reasonable  chance  for  acceptance,  its  cost- 
savings  estimates  must  usually  be  documented  by  two  firm  contractor  proposals:  one 
based  on  annual  contracts,  and  one  for  a  multiyear  contract.  The  cost  to  the 
contractor  in  preparing  these  is  a  considerable  one,  as  is  the  cost  to  the  PO  in 
validating  the  proposals,  carrying  out  a  "should-cost"  analysis  on  site,  and  finally 
engaging  in  a  fact-finding  exercise.  Careful  selection  of  a  MYP  candidate,  at  the 
outset,  is  therefore  necessary  to  ensure  that  these  expenditures  are  warranted. 

This  is  especially  true  since,  in  recent  years,  less  than  half  of  the  MYP 
candidates  proposed  in  any  given  year  are  finally  approved.  In  the  past,  the  score  has 
been  as  follows: 


Number  of  MYP  Candidates 


Fiscal 

Year 

Initially  Submitted  to: 

OSD  Congress 

TTT  (2)  ■" 

Finally 

Approved 
by  Congress 
(3) 

Percent 

Approval 

M 

1985 

22 

12 

9 

41% 

1984 

N.A. 

16 

6 

38% 

1983 

N.A. 

12 

6 

50% 

1982 

N.A. 

8 

8 

100% 

Abbreviation: 

N.A. 

=  Not  Available 

Source:  Appendix  A 
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The  1982  approval  rate  of  100  percent  reflected  an  initial  enthusiasm  for 
MYPs  by  the  Congress  as  a  way  of  obtaining  reductions  in  the  costs  of  defense 
procurements.  The  increase  in  the  number  of  MYP  candidates  submitted  in  FY  '83, 
however,  aroused  a  feeling  that  the  MYP  approach  was  increasing  too  rapidly  and 
that  a  slow  and  cautious  approach  to  MYPs  shouid  be  taken.  This  attitude,  first 
expressed  by  the  GAO,  was  repeated  by  Joseph  P.  Addabbo^  during  the  FY  '83 
defense  appropriations  hearings. 

Despite  this  attitude  by  the  GAO  and  the  Congress,  DOD  submissions  for  MYP 
candidates  increased  to  16  in  number  in  1984.  On  reviewing  the  16  candidates,  the 
GAO  recommended  disapproval  of  all  but  one  --  the  CH-47D  helicopter  modification 
—  a  candidate  that  was  then  denied  approval  by  the  Congress.  The  GAO's  opposition 
to  these  candidates  was  based  on  a  lack  of  credibility  in  the  DOD-claimed  cost- 
savings  resulting  from  multiyear  contracting.  Except  for  the  CH-47D,  none  of  the 
MYP  candidate  submissions  contained  cost  data  derived  from  firm  contractor 
proposals  made  on  both  an  annual  and  a  multiyear  contract  basis. 

In  its  review  of  the  FY  '84  MYP  candidates,  the  Congress  approved  six, 
despite  the  GAO's  disapproval.  The  House  Appropriations  Committee  stated, 
however,  that; 

"The  Committee  believes  that  all  multiyear  candidates,  when 
submitted,  must  meet  the  legislative  criteria.  The  Committee 
will  not  consider  those  candidates  that  fail  to  meet  the 
criteria."^ 

With  respect  to  the  same  budget  request,  the  Senate  Appropriations 
Committee  made  the  following  comments; 


4.  Chairman  of  the  Subcommittee  on  Defense,  Committee  on  Appropriations,  U.S. 
House  of  Representatives.  "Department  of  Defense  Appropriations  for  1983," 
Hearings  before  a  subcommittee  of  the  Committee  on  Appropriations,  House  of 
Representatives,  97th  Congress,  Second  session.  Tuesday,  July  27,  1982. 

3.  House  Appropriations  Committee,  Department  of  Defenses  Appropriation  Bill, 
1984.  House  Report,  Report  No.  98-427,  (Washington,  D.C.;  U.S.  Government 
Printing  Office),  October  20,  1983,  p.  106. 
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"The  Committee  is  of  the  opinion  that  muitiyear  contracting,  with 
the  sometimes  cumbersome  congressionai  hurdles,  is  worth  the 
effort.  It  wishes  to  encourage  the  Department  and  services  to  use 
multiyear  contracts.  However,  the  low  approval  rate  of  the 
candidates  provided  to  Congress  suggests,  as  the  House 
Appropriations  Committee  also  has  noted,  that  the  Department 
must  do  better  in  selecting  multiyear  programs.”^ 

The  DOD  followed  this  direction  in  submitting  its  FY  'S5  MYP  budget 
request.  Of  the  22  MYP  candidates  submitted  to  the  Secretary  of  Defense  for 
approval,  10  were  denied.  Only  12  were  submitted  to  Congress  for  appropriations. 
This  prior,  critical  review  was  effective.  Nine  of  the  12  candidates  ~  75  percent  -- 
were  funded  by  the  Congress. 

This  recent  history  reveals  an  increasingly  critical  attitude  toward  MYP 
candidate  submissions.  Now,  a  MYP  candidate  will  be  closely  examined  at  each 
stage  of  the  approval  cycle  —  at  Air  Staff  AFSC,  OSD,  and  the  Congress  —  and  its 
progress  can  be  stopped  at  any  of  these  points.  Thus,  careful  selection  of  MYP 
candidates,  from  the  start,  is  needed. 

B.  LEGISLATIVE  CRITERIA  FOR  SELECTION 

Section  909  of  Public  Law  97-86,  enacted  on  December  1,  1981,  defined  the 
legislated  criteria  for  approval  of  a  MYP  candidate.  These  criteria  must  be  met,  or 
at  least  adequately  addressed,  in  a  MYP  submission  if  the  candidate  is  to  have  any 
reasonable  chance  of  being  approved. 


6.  Senate  Appropriations  Committee,  Department  of  Defense's  Appropriation  Bill, 
1984,  Senate  Report,  Report  No.  98-292,  (Washington,  D.C.;  U.S.  Government 
Printing  Office),  November  1,  1983,  p.  76. 
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1.  Criterion  #1?  Benefit  to  the  Government 


In  his  May  1,  1981  memorandum,  Deputy  Secretary  Carlucci  defined  this 
benefit  as  "...substantial  cost  avoidance  or  other  benefits  when  compared  to 
conventional  annual  contracting  methods."^  He  defined  "substantial"  in  terms  of  the 
risks  associated  with  a  multiyear  contract:  those  having  greater  risk  should  provide 
greater  potential  for  cost  avoidance. 

In  its  enabling  Act,  the  Congress  broadened  the  definition  of  "benefit  to  the 
government".  It  requires  "...that  the  use  of  such  a  contract  will  promote  the  national 
security  of  the  United  States  and  will  result  in  reduced  total  costs  under  the 
contract;...".^ 

Both  of  these  authorities  cite  the  ability  to  reduce  the  cost  of  procurement  of 
defense  systems  as  the  major  benefit  of  multiyear  contracts.  Because  of  its 
importance,  this  subject  is  discussed  separately  here,  in  Section  C  below. 

2.  Criterion  #2;  Stability  of  Requirement 

This  criterion  is  met  if  the  minimum  need  for  the  production  item  to  be 
purchased  can  be  reasonably  expected  to  remain  unchanged  or  to  vary  only  slightly 
during  the  contract  period,  in  terms  of  production  rate,  procurement  rate,  and  total 
quantities.  Put  another  way,  MYPs  are  intended  to  be  used  for  programs  whose 
requirements  are  so  stable  that  procurement  quantities  over  the  period  of  the 
contract  are  unlikely  to  change. 

Changing  budget  requests  are  the  primary  challenge  to  the  credibility  of 
claims  of  requirement  stability.  For  example,  the  DOD  revised  its  initial  FY  '85 
budget  submission  to  Congress  and,  as  a  result,  had  to  defend  its  claims  of 
requirement  stability  for  five  of  that  year's  MYP  candidates:  (1)  the  Tow  II  missile, 
which  was  reduced  in  quantity  procured  by  12,000  missiles;  (2)  the  5-ton  truck  whose 


7.  Frank  C.  Carlucci,  o£.  c.t.,  Enclosure  2,  p.  91. 

8.  P.L.  97-86,  Section  909  (b)  (2)  (A),  December  1,  1981. 
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procurement  was  reduced  by  532  trucks;  (3)  the  turret  drive  and  25  mm  gun  for  the 
Bradley  Fighting  Vehicle,  whose  procurement  was  reduced  by  55  vehicles;  and  (4)  the 
F-16,  whose  FY  '86  buy  was  reduced  by  36  aircraft. 

The  DOD  defense  for  the  F-16  and  5- ton  truck  was  that  the  reductions  would 
not  affect  the  multiyear  plan  because  they  were  structured  in  accordance  with 
variation-in-quantity  clauses  of  their  contracts.  The  reduction  in  the  Bradley 
Fighting  Vehicle  System  was  too  small  to  affect  the  multiyear  procurement  of  its 
two  components.  The  Tow  11,  however,  required  restructuring  of  its  multiyear 
program.  As  a  result,  its  MYP  status  was  disapproved  by  the  Congress. 

3.  Criterion  #3;  Stability  of  Funding 

This  criterion  was  seen  differently  by  Deputy  Secretary  Carlucci  and 
Congress.  Mr.  Carlucci  saw  this  requirement  as  being  a  "...reasonable  expectation 
that  the  program  is  likely  to  be  funded  at  the  required  level  throughout  the  contract 
period."^  That  is,  it  should  be  reasonably  expected  that  Congress  will  fund  the  out- 
year  requirements  of  multiyear  contracts. 

Congress  sees  this  differently.  Since  reductions  in  out-year  funding  would  be 
a  cause  for  contract  renegotiation  or  cancellation,  Congress  is  not  likely  to  reduce 
this  previously  approved  obligation.  Thus,  Congress  requires: 

"...  that  there  is  a  reasonable  expectation  that  throughout  the 
contemplated  contract  period  the  Department  of  Defense  will 
request  funding  for  the  contract  at  the  level  required  to  avoid 
cancellation."^® 

In  practice,  of  course,  both  Congress  and  DOD  must  be  committed  to  the  MYP 
candidate.  Otherwise,  changing  budget  limits  or  threat  requirements  would  endanger 
the  candidate's  funding  stability. 


9.  Frank  C.  Carlucci,  op.,  cit. 

10.  P.L.  97-86,  Section  909  (b)  (2)  (C). 
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There  is  a  correlation  between  funding  instability  and  requirement 
instability.  Unless  DOD  has  shown  a  stable  pattern  of  support  for  the  MYP  candidate 
in  the  past,  there  is  a  distinct  probability  that  the  candidate  will  not  be  approved. 
The  Tow  II  missile  exemplifies  this. 

♦.  Criterion  #4:  Stability  of  Design 

There  is  general  agreement  that  this  requirement  means  that  the  MYP 
candidate  should  be  one  that  has  completed  its  research,  development,  test  and 
evaluation  phase  (RDT&E)  with  such  success  that  its  design  and  configuration  are 
established  and  are  not  expected  to  change.  The  GAO  believes  that  a  program  should 
be  regarded  as  stable  only  after  one  or  two  production  runs  have  been  completed. 
This  would  avoid  the  problem  of  design  changes  required  to  enhance  the  ease  of 
production. 

The  F-16  simulator,  proposed  as  a  FY  '85  MYP  candidate,  illustrates  the 
problem  of  design  stability.  The  GAO  stated  that  the  design  of  the  Fol6  simulator  is 
not  stable  because  it  had  experienced  four  major  changes,  presumably  during  its 
initial  production  runs.  Apparently,  though,  these  changes  were  not  in  the 
simulator's  electrical  or  mechanical  configuration  —  the  major  component  of  the 
multiyear  request.  The  changes  were  in  avionics,  needed  to  keep  the  simulator 
current  with  the  changing  roles  of  the  F-I6  itself. 

Since  these  changing  avionics  would  not  affect  the  cockpit  design  of  either 
the  F-16  or  its  simulator,  and  would  be  reflected  in  the  simulator  mainly  as  software 
changes,  the  proposed  multiyear  candidate  might  have  been  unduly  criticized  for 
design  instability.  (In  fact,  design  instability  was  only  one  reason  for  disapproval  of 
its  MYP  candidacy.  Uncertainty  regarding  the  reasonableness  of  its  cost-savings 
estimates  was  a  second,  important  factor.) 

This  illustrates  the  fact  that  the  particular  system  or  subsystem  for  which  a 
multiyear  contract  is  deemed  feasible  should  be  specified.  In  spacecraft,  for 
example,  various  subsystems  (such  as  sensor  systems)  might  need  to  be  changed.  The 
basic  spacecraft  design  will  still  be  stable,  however,  and  that  portion  of  the  total 
system  could  be  a  viable  multiyear  candidate. 
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5.  Criterion  #5;  Cost  Confidence 


Lack  of  confidence  in  estimated  muitiyear  contract  costs  and  the  extent 
of  cost-savings  they  can  produce  has  been  a  major  cause  for  criticism  and 
disapprovai  of  MYP  candidate  submissions.  This  criterion  states: 

"...that  the  estimates  of  both  the  cost  of  the  contract  and 
the  anticipated  cost  avoidance  through  use  of  a  multiyear 
contract  are  realistic."^  ^ 

This  is  difficult  to  accomplish,  and  Section  C  of  this  chapter,  and  much  of 
Chapter  Ill  of  this  handbook  are  devoted  to  this  topic.  The  general  rule  here  is  that 
cost  and  cost  savings  estimates  must  (1)  be  based  on  inputs  from  the  prime 
contractor,  and  (2)  be  examined  critically  by  the  PO.  Costs  for  contracting  on  both 
an  annual  and  a  multiyear  basis  must  be  obtained.  This  is  expensive,  so  the  initial 
determination  of  a  multiyear  contract's  feasibility  may  be  made  using  rough-order- 
of-magnitude  (ROM)  estimates. 


C.  ESTIMATING  COSTS  AND  COST  SAVINGS 

Once  contractor  cost  estimates  have  been  made  ~  and  in  the  initial  phase, 
these  need  only  be  ROM  estimates  on  both  a  MYP  and  annual  contract  basis  —  they 
must  be  analyzed  by  the  PO  to  determine  sources  of  MYP  cost-savings.  This  analysis 
should  start  with  the  annual  buy  estimate.  It  should  be  made  by  reference  to  the 
Work  Breakdown  Structure  (WBS)  and  the  functional  areas  of  production.  The 
functional  areas  for  the  F-16  airframe  (exclusive  of  engines  and  avionics)  are  as 
follows: 


Manufacturing 

Engineering 

Tooling 

Quality  Control 
Electronics  Fabrication 
Subcontracts 
General  Materials 

(Raw  materials,  purchased  parts,  standard 
hardware,  outside  products) 


1  i.  P.L.  97-86,  Section  909  (b)  (2)  (E). 
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The  analysis  should  be  made  on-slte  at  the  prime  contractor's  manufacturing  facility 
by  program  office  cost  and  price  analysts. 


When  the  end-item  has  already  been  produced  in  one  or  two  production  runs 
under  annual  contracts,  relevant  production  cost  data  is  available.  Bid  costs  should 
be  compared  to  these  historical  costs.  When  directly  relevant  historical  costs  are 
not  available,  pricing  models  such  as  the  RCA  Price  and  "H"  and  ”S"  models  may  be 
used  ~  but  these  will  provide  cost  estimates  having  lesser  credibility.  Cost-savings 
estimates  made  in  the  initial  phcise  should  be  documented.  The  RCA  Price  Model  has 
been  found  useful  in  estimating  the  price  of  avionics  systems.  While  parametric 
estimates  (dollars  per  pound  of  weight  or  thrust,  for  example)  were  initially  used  in 
estimating  the  B-IB  MYP  cost-savings,  the  use  of  parametric  estimates  is  criticized 
greatly  by  those  with  experience  in  estimating  MYP  cost-savings.  Pricing  by  analogy 
is  deemed  satisfactory  mainly  when  the  analogy  is  the  prior  production  of  the  end- 
item  to  be  procured. 

It  is  not  always  possible  to  compete  a  MYP  among  prime  contractors  in  order 
to  reduce  costs,  since  the  existing  one  frequently  has  an  overwhelming  competitive 
advantage.  Still,  the  possibility  of  competition  is  not  lost.  Prime  contractors  should 
be  encouraged  to  compete  their  vendors  and  subcontractors,  and  should  be  given  the 
time  to  do  so.  in  order  to  lower  procurement  costs.  In  dealing  with  subcontractors  it 
has  been  found  that  explanations  of  the  benefits  of  MYPs  are  not  necessary,  and  may 
be  confusing.  The  prime  contractor  should  simply  request  firm,  written  bids  for  the 
material  and  parts  needed  with  a  number  of  alternative  delivery  schedules  and 
quantities.  In  the  F-16  MYP  for  1986  to  1989,  alternative  bids  for  major  cost  items 
were  solicited  for  several  different  production  rates  and  total  production 
quantities.  These  alternatives  were: 

600  aircraft  delivered  at  a  rate  of  150  per  year 

720  aircraft  delivered  at  a  rate  of  15  per  month 

864  aircraft  delivered  at  a  rate  of  18  per  month 

The  result  of  the  costing  exercise  showed  that  the  least  unit  cost  was  obtained  by 
procuring  720  aircraft  at  the  rate  of  15  per  month. 

The  funding  profile  of  a  multiyear  contract  is  front-loaded:  expenditures  and 
total  obligation  authority  (TO A)  in  the  first  year  or  two  are  normally  greater  than 
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they  would  be  if  annual  contracting  were  used,  reflecting  initial  EOQ  purchases  and 
extended  advanced  buys  for  inflation  avoidance.  This  is  shown  in  Table  5  where  the 
estimated  TOA  budget  requirements  of  the  Defense  System  Communications 
Satellite  (DSCS  III)  are  presented  on  both  an  annual  and  a  multiyear  basis  for  FY  '84 
to  FY  '88.  These  TOA  requirements  are  illustrated  in  Figure  I. 

The  DSCS  III  example  illustrates  the  problems  associated  with  estimating 
MYP  cost  savings.  The  annual  and  multiyear  budget  request  estimates  submitted  to 
Congress  are  presented  in  Table  6. 

While  the  multiyear  contract,  as  a  whole,  produces  a  16.52  percent  savings 
(=139.8/846.3)  in  then-year  dollars,  TOA  requirements  for  the  first  two  years  of  the 
MYP  exceed  those  of  annual  contracts.  The  multiyear  cost  savings  are  obtained  in 
the  future  —  in  the  last  three  years  of  the  contract. 

1.  The  Procedure  for  Evaluating  Cost  Savings 

a.  The  "Present  Value"  Concept 

In  order  to  evaluate  these  future  cost  savings  today,  their  "present  value" 
must  be  determined.  A  future  level  of  expenditure  has  a  smaller  present  value 
because  of  the  time  value  of  money;  A  sum  of  money  on  hand  today  can  be  invested 
in  interest-bearing  securities.  Its  future  value,  then,  will  be  its  starting  amount  plus 
the  interest  it  will  earn  up  to  the  future  date,  compounded  on  a  periodic  basis.  For 
example,  if  $1.00  is  invested  today  in  a  bond  paying  10  percent  interest  per  year,  its 
value  one  year  from  today  will  be  $1.10.  If  that  sum  is  then  reinvested  at  the  same 
rate,  its  value  two  years  from  today  will  be  $1.21.  Thus,  $1.21  two  years  from  now 
has  a  present  value  (today)  of  $1.00.  The  future  value  has  been  "discounted"  to  a 
present  value  using  the  appropriate  interest  rate.  The  equation  to  determine  present 


value  is: 

PV 

FV^  X  (1  +  i) 

where  PV  = 

present  value  (today's  dollars) 

FVt  = 

future  value  in  year  t  (then-year  dollars) 

i  = 

discount  rate  (percent  per  year) 

t  = 

number  of  years  from  today 
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Table  6 


Source; 


DSCS  m  MYP  COST  SAVINGS  IN  THEN-YEAR  DOLLARS 


Budget  Request  Estimates 


Fiscal 

Annual 

Multiyear 

MYP  Cost 

Year 

Contracts 

Contract 

Savings 

(1) 

(2) 

(3)=(l)-(2) 

1984 

80.9 

107.7 

-26.8 

1985 

205.9 

251.2 

-45.3 

1986 

233.2 

149.2 

-(■84.0 

1987 

186.7 

129.2 

+57.5 

1988 

139.6 

69.2 

+70.4 

Total 

846.3 

706.5 

+139.8 

Material  provided  by  Captain  Gary  Rusnak,  Department  of  the  Air  Force, 
Headquarters  Space  Division  (AFSC),  Los  Angeles,  California. 
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If  we  use  the  DSCS  III  example  and  assume  a  10  percent  interest  (discount) 
rate,  then  the  present  value  of  the  DSCS  III  MYP  cost  savings,  using  then~year 
dollars,  is: 


Table  7 


PRESENT  VALUE  OF  DSCS  01  MYP  COST  SAVINGS, 
10  PERCENT  DISCOUNT  RATE 


Fiscal 

1984  Present 

Sum  of 

Year 

Savings 

Value 

Present  Values 

- (millions  of  dollars)' 

-(then-year  $)- 


(1) 

(2) 

(3) 

1984 

-26.80 

-26.80 

-26.80 

1985 

-45.30 

-41.18 

-67.98 

1986 

+84.00 

+69.42 

+  1.44 

1987 

+57.50 

+43.20 

+44.64 

1988 

+70.40 

+48»08 

+92.72 

Total 

139.80 

+92.72 

Thus,  the  1984  present  value  of  the  DSCS  III  MYP  cost  savings  is  $92.72 
million.  Note  that  the  percent  savings  of  MYP  vs.  annual  contracts,  in  present  value, 
remains  the  same  as  in  then-year  dollars,  since  the  present  value  of  the  annual 
contracts  would  be  calculated  using  the  same  mathematical  technique  (Equation  1). 

b.  DOD  Procedure 


Cost-savings  estimates  for  MYPs  must  be  put  in  terms  of  their  present 
value.  Determination  of  this  present  value  causes  controversy,  however,  since  DOD, 
contractors,  and  the  GAO  all  use  different  discount  rates  and  treat  inflation 
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differently.  The  DOD  follows  the  rules  established  by  0MB  in  its  0MB  Circular 
A-94.  As  described  in  DOD  Instruction  7041.3,  these  rules  prescribe  the  use  of  a  10 
percent  discount  rate  on  deflated  dollars.  That  is,  future  TOA  should  be  discounted 
for  inflation  so  that  future  cost  savings  should  be  expressed  in  terms  of  today's 
dollars. 

The  inflation  rate  for  1984,  as  measured  by  the  rate  of  increase  in  the 
Consumer  Price  Index,  was  approximately  five  percent.  The  indications  are  that  this 
rate  will  be  a  typical  one  throughout  the  1985  ~  1990  time  period.  Taking  this  rate 
and  applying  it  to  then-year  dollars  (using  Equation  1  with  the  inflation  rate  in  place 
of  the  discount  rate)  is  the  procedure  for  obtaining  deflated  cost  savings  values. 
These  may  then  be  discounted  to  their  present  value  in  the  normal  manner.  Applying 
this  procedure  to  DSCS  III  gives  the  following  results: 

Table  8 


PRESENT  VALUE  OF  DSCS  m  MYP  DEFLATED  COST  SAVINGS, 
10  PERCENT  DISCOUNT  RATE^ 


1984  Present  Sum  of 

Fiscal  Savings  Value  of  Deflated  Present 

Year  Then- Year  Deflated  Annual  Savings  Values 

- (millions  of  dollars) - 


(1) 

(1984  dollars) 

(2) 

(3) 

(4) 

1984 

-26.80 

-26.80 

-26.80 

-26.80 

1985 

-45.30 

-43.14 

-39.22 

-66.02 

1986 

>84.00 

+76.19 

+62.97 

-  3.05 

1987 

+57.50 

+49.67 

+37.32 

+34.27 

1988 

+70.40 

+57.92 

+39.56 

73.83 

Total 

139.80 

113.84 

+73.83 

Note:  1.  Then-year  dollar  amounts  of  future  cost  savings  were  deflated  to 
1984  values  assuming  a  constant  5  percent  per  year  inflation 
rate.  Present  values  of  these  deflated  future  savings  amounts 
were  determined  using  a  discount  rate  of  10  percent  per  year. 
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c.  GAO  Procedure 


The  GAO  uses  a  discount  rate,  applied  to  cost-savings  in  then-year  dollars, 
that  is  equal  to  the  interest  rate  paid  by  the  government  on  treasury  securities  of 
appropriate  maturity.  Thus,  the  interest  rate  currently  paid  by  a  3-year  Treasury 
note  would  be  used  as  the  discount  rate  to  bring  back  the  third  year's  MYP  cost- 
savings  to  a  present  value.  At  the  time  of  this  writing,  3-  to  3-year  Treasury  notes 
are  paying  an  interest  rate  of  approximately  10  percent,  so  the  first  example,  given 
in  Table  7  above,  presents  the  cost-savings  estimates  that  would  be  arrived  at  now  by 
the  GAO.  Under  these  assumptions,  their  present  value  would  be  higher  than  those 
estimated  by  DOD. 


2.  Determininn  the  Internal  Rate  of  Return  QRR) 

The  "internal  rate  of  return"  (IRR)  is  an  alternative  means  of  valuing  cost 
savings.  It  is  defined  as  that  rate  of  interest  which,  when  used  to  discount  a  future 
stream  of  income  to  its  present  value,  will  yield  a  present  value  exactly  equal  to  the 
investment  that  created  the  income  stream.  The  greater  initial  year  TOA 
requirement  of  MYPs  is  the  investment  that  produces  the  out-year  cost  savings.  The 
IRR,  then,  is  the  effective  rate  of  interest  that  the  initial  investment  earns  in 
producing  those  later  cost  savings. 

Here,  the  investment  is  the  additional  cost  for  the  MYP  in  the  first  year  or 
two,  and  the  future  income  is  the  out-year  cost-savings  in  then-year  dollars.  For  the 
yearly  TOA  cost-savings  in  Table  6  (both  negative  and  positive)  for  DSCS  III,  the 
internal  rate  of  return  is  found  to  be  63.39  percent.  A  similar  calculation  made  for 
other  cost-savings  estimates  submitted  to  Congress  in  February,  198<i  shows  the 
following: 
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Table  9 


Internal  Rates  of  Return  for  Several  FY  *83  MYP  Candidates 


MYP  Candidate 

Internal  Rate-of-Return 

(Percent) 

(1) 

DSCS  -  III 

63.39 

F-16  Airframe 

28.57 

UH/EH-60A  Airframe 

282.73 

CH/MH-5E  Airframe 

53.65 

Calculation  of  the  internal  rate-of-retum  can  be  made  using  the  HQ  USAF/ACM 
computer  model  —  or  any  of  several  financial  calculators  available  on  the  market. 

A  calculation  of  the  internal-rate-of-return  of  TOA  cost-savings  is  not 
required  if  the  cancellation  ceiling  will  be  unfunded.  In  such  cases  it  is  best  to 
avoid  including  the  calculation.  There  is  a  temptation  to  rank  a  given  year's  MYP 
candidates,  and  their  internal  rate-of-return  is  an  easy  measure  to  use  to  do  so. 

Since  it  has  little  to  do  with  DOD  priorities,  its  use  to  establish  priorities  could  be 
unfortunate.  In  general,  the  criterion  for  an  acceptable  MYP  candidate  should 
simply  be  that  its  internal  rate  of  return  shall  be  positive  and  greater  than  zero. 


12.  Bernard  L.  Weiss,  op.  cit. 
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D.  OTHER  CRITERIA 

Two  additional  criteria  will  affect  the  final  approval  of  a  MYP  candidate,  and 
should  be  considered  in  making  its  initial  selection.  These  include  budget  availability 
for  the  candidate's  initial  and  out-year  TOA  requirements,  and  political  support  for 
its  candidacy. 

1.  Budget  Availability 

A  MYP  candidate  in  a  given  fiscal  year  must  compete  for  limited 
funds.  It  must  compete  with  other  current-year  candidates,  and  with  the  on-going 
funding  requirements  of  prior  year  multiyear  contracts.  Thus,  at  times,  structuring 
an  acceptable  level  of  the  initial  years'  TOA  may  be  desired.  If  the  amount  of  this 
initial  TOA  is  high,  the  program  office  might  want  to  strike  a  balance  between 
upfront  EOQ  effort  and  savings  achieved. 

2.  Political  Support 

Political  support  for  a  MYP  candidate  can  be  an  overriding  factor  in 
determining  its  approval.  The  B-IB  multiyear  procurement  is  an  outstanding 
example  of  this  fact.  Initially  cancelled  by  President  Carter  in  1977,  the  decision  to 
procure  B-1  bombers  in  quantity  was  one  of  the  first  made  by  President  Reagan  when 
he  assumed  office  in  1981.  This  high-level  support,  coupled  with  the  desire  for  100 
operational  aircraft  by  the  end  of  1986,  made  this  costly  program  a  possible  MYP 
candidate.  Despite  the  lack  of  historical  production  cost  data  (cost-savings 
estimates  were  made  parametrically),  the  B-IB  MYP  candidacy  was  approved  by  the 
Congress  as  part  of  the  FY  '84  budget. 

Political  favor  or  opposition  to  a  MYP  candidate  is  not  limited  to  the 
Presidency  or  the  Congress.  A  MYP  submission  must  be  approved  by  HQ  AFSC,  by 
the  Secretary  of  the  Air  Force,  by  the  Secretary  of  Defense,  and  then  by  the 
Appropriations  and  Authorization  Committees  of  both  the  U.S.  House  of 
Representatives  and  the  U.S.  Senate.  Favorable  consideration  at  each  of  these  levels 
is  needed  if  the  MYP  candidate  is  to  gain  final  approval  for  a  multiyear  contract 
award. 
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E.  SUMMARY 


A  competent  MYP  submission  involves  the  expenditure  of  a  sizable  effort  by 
the  prime  contractor,  its  vendors  and  subcontractors,  and  the  Air  Force  program 
office.  It  is  a  costly  undertaking.  Therefore,  selection  of  MYP  candidates  is  a  very 
important  first  step  in  this  process. 

To  stand  a  chance  of  receiving  ultimate  approval,  a  MYP  candidate  must  meet 
the  legislative  criteria,  based  on  those  set  down  on  May  1,  1981  by  Deputy  Secretary 
Frank  C.  Carlucci.  The  program  must  be  stable  in  its  design,  requirement  and 
funding;  and  it  must  provide  credible  cost-savings  benefits  to  the  government, 
preferably  based  on  historical  production  cost  data  and  firm  contractor  bids  on  both 
an  annual  and  multiyear  basis. 

Having  met  those  criteria,  the  practical  considerations  of  budget  availability 
and  political  support  must  be  taken  into  consideration.  If  necessary  and  possible,  the 
TOA  profile  should  be  modified  to  reduce  the  effect  of  MYP  cost  front-loading  in 
initial  years.  Support  for  the  candidate  must  be  present  at  all  levels.  A  thorough 
and  competent  MYP  submission  can  do  much  to  earn  this  support.  Chapter  III 
describes  the  process  whereby  such  a  submission  can  be  generated. 
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PROCESSING  A  MAJOR  MYP  SUBMISSION 


A.  INTRODUCTION 

This  chapter  describes  the  process  for  submitting  a  major  MYP  candidate  for 
approval.  In  its  committee  hearings  regarding  the  FY  '84  budget,  Congress  set  out 
general  guidelines  for  submitting  such  requests.  These  included  the  following: 

1.  "...two  track  submission  of  multiyear  proposals  is  needed.  The 
first  shall  be  in  the  budget  submission.  The  second  shall  be  at 
the  time  of  contract  award  and  reflect  the  actual  contract 
details." 

2.  "...no  multiyear  contract  shall  be  awarded  if  the  savings  are 
less  than  in  the  budget  justification  material  submitted  to 
Congress." 

3.  "...all  multiyear  proposals  are  to  be  submitted  in  concert  with 
the  official  budget  submission." 

4.  "...all  multiyear  requests  (should)  be  prioritized;  that  budget 
justification  material  provide  a  more  detailed  account  of  the 
specific  actions  that  will  be  taken  to  enhance  the  industrial 


13.  U.S.  Congress,  Appropriations  Conference  Report,  1984  Budget,  p.  58,  as 
enclosed  with  a  memorandum  from  Vincent  Puritano,  Assistant  Secretary  of 
Defense  (Comptroller),  Washington,  D.C.  20301.  February  6,  1984. 

14.  Ibid. 

15.  Ibid.  Note  that  this  disagrees  with  instructions  from  HQ  USAF/RDC  which 
states,  in  part:  "If  a  candidate  is  not  included  in  the  annual  DOD  Budget 
submission,  it  may  be  submitted  to  Congress  separately."  (Bernard  L.  Weiss, 
Brigadier  General,  U5AF,  Director,  Contracting  and  Manufacturing  Policy, 
"Policy  Letter  84-II-Multiyear  Contracting  Guidance,"  Headquarters,  United 
States  Air  Force  -  RDC,  Washington,  D.C.,  Attachment  4,  p.2.  May  18,  1984. 
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base  if  a  multiyear  procurement  is  approved;  and  that  all 
multiyear  candidates  meet  the  established  legislative 
criteria." 

Thus,  processing  a  MYP  candidate's  submission  involves  both  its  adequate 
preparation,  and  its  submission  in  accordance  with  prescribed  time  schedules. 

The  time  needed  to  obtain  needed  approvals  depends  on  whether  the  MYP 
candidate  involves  a  small,  intermediate,  or  large  contract,  as  defined  by  the  Air 
Staff.  In  all  cases,  however,  ample  time  should  be  allowed  for  the  preparation  of 
cost  estimates,  contractor  proposals,  and  preparation  of  exhibits.  These  must  be 
prepared  in  time  for  the  first  submission  to  be  made  in  conjunction  with  the  POM 
input  for  the  program.  The  first  DSCS  III  package  was  submitted  to  Headquarters, 
Air  Force  Systems  Command  (HQ  AFSC)  in  July,  1982  —  only  six  months  prior  to  the 
budget  submission  to  Congress  for  FY  '84.  As  a  result,  the  DSCS  III  proposal  for 
multiyear  funding  was  not  submitted  with  the  fiscal  year  1984  budget.  Congress  was 
simply  notified  of  its  potential  savings  during  budget  hearings.  Congress  gave 
permission  to  the  Secretary  of  Defense  to  submit  a  late  MYP  package  for  DSCS  III 
for  FY  '84  but  noted,  as  described  above,  that  this  was  "...not  to  be  interpreted  as  a 
precedent...". 

1.  MYPs  and  the  Budget  Process 

The  President's  budget  request,  submitted  to  Congress  in  January  of  each 
year,  is  the  outcome  of  the  Planning,  Programming,  and  Budgeting  System  (PPBS) 
process.  This  process  starts  early  in  the  preceding  year  with  analyses  and  guidance 
for  defense,  resulting  in  the  publication  of  the  Air  Force  Program  Objective 
Memorandum  (POM)  in  May  of  that  year  (i.e.  the  May  preceding  the  January  in  which 
the  PB  goes  to  Congress),  The  POM  from  each  service  is  reviewed  by  OSD  under  the 
direction  and  supervision  of  the  Defense  Resources  Board  (DRB).  The  DRB  resolves 
major  issues  between  the  services,  and  makes  recommendations  to  the  Secretary 


16.  op.  cit..  p.  54. 

17.  Appropriations  Conference,  op.  cit.,  p.  54. 
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of  Defense.  These  recommendations  result  in  a  defense  Program  Decision 
Memorandum  (PDM),  published  in  August,  and  a  Budget  Estimate  Submission  (BES), 
published  in  September  in  response  to  PDM. 

Between  October  and  December,  Program  Budget  Decisions  (PBDs)  are  made, 
incorporating  the  final  resolution  of  major  issues.  These  result  in  the  Defense 
budget,  submitted  by  the  President  to  Congress  in  January,  for  the  fiscal  year  to 
start  on  the  following  October.  This  process  is  illustrated  in  Figure  2. 

In  order  to  ensure  that  DOD  approved  MYP  requests  are  included  in  the 
budget,  the  MYP  submission  should  be  initiated  18  months  before.  For  example,  the 
submission  for  FY  '87  funding  of  a  MYP  candidate  should  start  in  June  1984.  In 
September,  the  buying  activity  should  provide  with  its  POM  submission  to  AFSC  the 
initial  MYP  package.  This  package  should  contain  rough-order-of-magnitude  (ROM) 
estimates  of  costs  and  cost-savings  in  the  form  of  exhibits  1,  4  and  8.  For  those 
candidates  approved  by  AFSC,  these  exhibits  will  accompany  the  AFSC  POM 
submission  to  HQ  USAF  in  December.  If  included  in  the  USAF  POM  submitted  to 
OSD  in  May,  the  MYP  candidate  warrants  more  elaborate  justification  so  a  complete 
set  of  exhibits  can  be  submitted  by  HQ  USAF  to  OSD  to  support  the  Budget  Estimate 
Submission  (BES)  in  September.  These  exhibits  should  be  complete  by  August  1.  This 
process  is  illustrated  in  Figures  3  and  4. 

2.  Categories  of  Multiyear  Contracts 

Statutory  authority  for  multiyear  procurements  is  provided  in  10  USC  2306 
(h)  (Section  909)  of  the  Department  of  Defense  Authorization  Act,  Fiscal  Year  1982 
(P.L.  97-86).  This  law  has  several  provisions: 

1.  Multiyear  procurements  may  be  used  for  major  systems  acquisitions. 

2.  Advance  procurements  may  be  made  to  obtain  economic  lot  prices. 

3.  Cancellation  ceilings  may  include  recurring  (as  well  as  non-recurring) 
costs. 

4.  Congress  must  be  notified  when  DOD  plans  to  sign  a  MYP  contract  whose 
cancellation  ceiling  exceeds  $100-million. 
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SYNCHRONIZING  HYP  CANDIDATES  WITH  POM 
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Source:  Defense  Satellite  Connuntcatlons  Syste*  Prograia.  DSCS  III.  HYP  Candidate  Approval  Plan. 

Information  provided  by  Captain  Gary  Rusnak.  Department  of  the  Air  Force,  Headquarters, 
Space  Division  AFSC,  Los  Angeles,  CA. 


The  Department  of  Defense  Appropriations  Bill  of  1982  established  the 


t  O 

following  requirements  for  MYPsr® 


1.  Expanded  advance  buys  for  MYPs  shall  be  funded  to  the  level  of 
their  termination  liabilities. 

2.  An  initial  year's  TOA  will  be  required  to  cover  the  costs  of  these 
advance  buys  for  MYPs. 

3.  The  House  of  Representatives  Appropriations  Committee  (HAC) 
will  require  substantial  supporting  documentation  to  justify 
multiyear  contracting  for  major  systems,  to  support  claims 
regarding: 

a.  benefits  derived  from  the  MYP  —  especially  as  they  affect 
vendors,  small  suppliers,  and  subcontractors; 


b.  stability  of  requirements  and  funding  profile; 


c.  degree  of  cost  confidence;  and 

d. _  degree  of  design  stability. 

The  Department  of  Defense  Appropriation  Bill  for  Fiscal  Year  1984  made 
some  changes  to  these  conditions.  Primary  among  these  was  the  requirement  that 
Congress  be  notified  prior  to  the  award  of  a  MYP  contract  containing  an  EOQ 
advance  procurement  of  $20  million  or  more,  or  an  unfunded  cancellation  ceiling  of 
the  same  amount.  From  these  conditions,  and  other  legislative  requirements,  have 
come  the  categorization  of  multiyear  contracts  into  three  categories:  small, 
intermediate,  and  large.  These  categories  are  important  in  the  final  phase  of  a  MYP 
submission  —  the  contract  award. 


18.  House  Appropriations  Committee.  Department  of  Defense's  Appropriations  Bill, 
1982.  House  Report,  Report  No.  97-333,  (Washington,  D.C.:U.S.  Government 
Printing  Office),  November  16,  1981. 
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Small  Multiyear  Contracts 


"Small"  MYPs  are  defined  as  those  whose  ROT&E  costs  are  equal  to  or 
less  than  $200  million;  whose  total  procurement  costs  are  equal  to  or  less  than  $1 
billion;  whose  EOQ  advance  buys  are  equal  to  or  less  than  $20  million,  as  are  their 
unfunded  cancellation  ceilings.  The  advantage  to  this  category  of  MYPs  is  that  the 
contract  may  be  awarded  without  prior  Congressional  notification.  Congress  is 
notified  in  the  next  quarterly  report  after  the  award  of  the  contract.  Approval  for 
the  award  of  the  contract  may  be  made  by  the  head  of  the  contracting  activity 
(HCA),  and  this  may  be  delegated  —  but  under  some  conditions  approval  of  the 
Manual  Approval  Authority  may  be  required. 

b.  Intermediate  Multiyear  Contracts 


When  either  the  EOQ  advanced  buy  or  the  unfunded  cancellation 
ceiling  exceed  $20  million,  the  MYP  contract  becomes  defined  as  "intermediate"  by 
the  Air  Staff.  Congress  must  be  notified  of  an  intermediate  MYP  contract  30  days  in 
advance  of  its  award,  so  that  the  Senate  and  House  of  Representatives' 
Appropriations  Committees  may  review  and  approve  it. 

c.  Major  System  Multiyear  Contract 


When  RDT&E  costs  exceed  $200  million  or  production  costs  become 
greater  than  $1  billion  the  MYP  is  regarded  as  a  major  system  acquisition.  Their 
final  approval  will  await  the  decision  of  the  Congress  regarding  the  entire  budget 
submission  —  a  delay  which  can  last  several  months.  Approval  levels  for  various 
findings  of  fact,  and  required  notification  of  Congress,  are  described  in  Table  10. 


B.  THE  MYP  SUBMISSION  PROCEDURE 


A  MYP  submission  goes  through  three  phases  before  a  multiyear  contract  is 
awarded:  (1)  the  initiation  phase;  (2)  the  approval  phase;  and  (3)  the  execution 
phase.  These  are  described  below,  along  with  the  appropriate  PO  activity  in  each. 
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Table  IQ 


APPROVAL  ATO  CONGRESSIONAL  NOTIFICATION 
REQUIREftCNTS  BY  MULTIYEAR  CATEGORY 


Approval  Level  For: 

Smal  1 

Intermediate 

Large 

Initial  Findines: 

(l) 

HCA 

(2) 

AF/RDC 

(sV 

SAF/AL 

Validation,  Findings: 

Sy  2  Si 

MAA 

MAA 

MAA 

Sy  <  S I 

HCA 

AF/RDC 

SAF/AL 

PV  -s  0 

HCA 

AF/RDC 

SAF/AL 

Price  Check  Findings^; 

^Neg.  “  ^Prop. 

CO 

CO 

CO 

^Neg.  =»  ^yProp. 

MAA 

MAA 

MAA 

Abbreviations: 


CO 

-  Contracting  Officer 

HCA 

-  Head  of  Contracting 

Act  i  vi 

ty 

(or  its  delegate 

MAA 

-  DOD  Budget  Guidance 

Manua 1 

Approval  Authority 

MYprop . 

-  Multiyear  price  as 

initial 

ly 

proposed . 

MYNeg" 

-  Multiyear  price  as 

finally 

ne 

got iated . 

Pv 

-  Present  value  of  co 

St  savi 

ngs 

Sy 

-  Validated  MYP  savin 

gs 

Sl 

-  Initial  MYP  savings 

est  ima 

te 

Note ;  1.  Price  check  findings  are  required  if  the  MYP  is 

initiated  on  an  unpriced  basis. 

Source :  Bernard  L.  Weiss,  op .  ci t . .  Attachment  1 
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1.  The  Initiation  Ptiaae 


a.  Initial  Air  Force  Planning 

The  effort  in  this  phase  is  concerned  with  the  determination  of  the 
feasibility  of  procuring  desired  end  items  on  a  multiyear  contract  basis.  Possible 
feasibility  of  a  MYP  in  terms  of  cost  savings  and  other  legislative  criteria  is 
determined  by  the  Program  Manager  and  PCO.  In  this  determination  they  should 
consider  various  procurement  alternatives  —  including  the  existing,  "directed" 
procurement  schedule;  possible  MYP  alternatives;  and  annual  contracting 
alternatives.  The  process  must  start  early  enough  to  meet  the  budget  and  approval 
schedule  requirements  already  described. 

b.  Initial  Contractor  Contact 


The  initial  MYP  package  must  include  rough-order-of-magnitude  cost 
estimates  based  on  inputs  from  the  contractor.  In  order  to  have  these  ready  on  time, 
the  program  office  must  contact  the  contractor  as  soon  as  possible.  This  early 
contact  with  the  prime  contractor  has  been  typical  of  many  successful  MYP 
candidacies.  It  was  a  key  part  of  the  MYP  process  for  the  F-16  airframe,  among 
others.  Experienced  PO  personnel  regard  it  as  a  mandatory  first  step. 

It  may  be  necessary  to  educate  the  prime  contractor  regarding  the  nature  of  a 
MYP  and  the  benefits  it  can  offer  to  the  contractor,  its  subcontractors  and  vendors, 
and  to  the  government.  General  Electric,  the  prime  contractor  on  the  DSCS  III 
program,  was  at  first  reluctant  to  undertake  a  MYP.  The  reduction  in  future 
business  risk  due  to  the  funding  stability  inherent  in  MYPs  became  a  convincing 
argurnent. 


c.  Areas  of  Cost  Savings 

With  a  baseline  for  annual  contract  costs,  MYP  savings  can  be 
determined.  There  are  several  ways  in  which  MYP  cost-savings  can  be  achieved: 
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Economies  of  scale  in  production 


-  Scheduling  economies  for  subcontractors 

The  first,  "EOQ  buys",  permits  the  prime  contractor  to  take  advantage  of  volume 
discounts.  In  fact,  "EOQ"  is  that  order  quantity  which  minimizes  production-plus- 
inventory  maintenance  costs.  Factors  such  as  shelf-life,  technological  obsolescence, 
and  the  possibility  of  a  design  change  must  also  be  considered.  The  following  are 
some  examples  of  EOQ  buys; 


HRB  Singer,  the  prime  contractor  on  the  F-i6  simulator, 
noted  that  30  percent  of  its  cost  is  in  purchased  materials. 
It  found  that  its  materials  cost  depended  on  the  size  of  its 
order  and  estimated  it  could  save  15  percent  of  these  costs 
by  buying  material  for  20  simulators  in  a  MYP,  rather  than 
for  four  or  five  in  annual  contracts. 

General  Dynamics,  the  prime  contractor  on  the  F-16 
airframe,  purchases  50  percent  of  its  total  cost  from  other 
firms.  It  found  substantial  savings  when  it  solicited 
competitive  bids.  It  found  more  savings  by  deciding  to 
purchase  40  percent  of  its  total  material  quantity  at  the 
start,  thus  permitting  it  to  buy  directly  from  the  mills 
rather  than  from  warehouse  distributors.  Subcontractors 
were  also  permitted  to  buy  material  ail  at  once,  up  to  their 
total  contract  quantity,  and  store  it  until  needed  for 
manufacture. 

General  Electric,  in  its  B-IB  MYP,  purchased  all  of  its  rare 
earth  materials  on  award  of  its  contract.  In  so  doing  it 
took  advantage  of  a  temporarily  depressed  price  of  nickel, 
and  purchased  tungsten  and  titanium  for  future  delivery  at 
current  prices. 


Production  scale  economies  are  found  in  the  reduction  of  setup  time  for  the 
production  run,  and  the  economic  feasibility  of  automation.  The  cost  of  capital 
equipment  can  be  amortized  over  a  larger  quantity  of  production,  without  risk,  so 
that  the  cost  savings  from  more  efficient,  automated  procedures  may  be  obtained. 

Scheduling  efficiencies  are  found  at  the  subcontractor  level  where  the 
components  for  the  MYP  end-item  are  only  one  product  of  the  firm.  With  a 
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multiyear  contract  in  hand,  the  subcontractor  frequently  can  schedule  its  production 
for  slack  periods  during  which  its  labor  and  equipment  would  otherwise  not  be  used. 
The  resulting  total  cost  to  the  manufacturer  is  only  its  direct  costs.  Under 
competition,  most  of  these  savings  can  be  obtained  by  the  prime  contractor  and, 

therefore,  the  government.  The  prime  contractor  itself  will  also  achieve  scheduling 
efficiencies,  sometimes  on  a  large  scale  as  it  ensures  the  stable  continuity  of  its 
future  business. 

2.  The  Approval  Phase 

Obtaining  approvals  for  a  MYP  candidate  can  take  12  months  before  its 
submission  to  Congress.  During  this  time  the  initial  MYP  package  must  be  reviewed 
and  approved  by  HQ  AFSC,  and  included  in  the  POM  submission  to  HQ  USAF.  This 
preparation  of  these  estimates  can  take  several  months,  and  time  must  be  allotted 
for  it.  The  estimate  should  include  estimates  of  both  annual  and  MYP  costs. 

Approval  authority  for  Initial  Multiyear  Findings  was  shown  in  Table  10.  Their 
approval  for  a  "small"  MYP  can  be  granted  by  the  head  of  the  contracting  agency; 
for  an  "intermediate"  MYP  by  USAF/RDC;  and  for  a  major  system  MYP,  by  the 
Assistant  Secretary  of  the  Air  Force  (SAF/AL).  This  approval  provides  authority  to 
solicit  proposals  on  both  multiyear  and  an  annual  contract  basis. 

After  approval  of  Initial  Findings,  the  dual  proposal  cost  data  should  be 
analyzed  by  the  contracting  officer  to  ensure  their  validity.  Should-cost  and  fact¬ 
finding  exercises  are  carried  out  as  needed.  A  set  of  Validation  Findings  are  then 
prepared,  prior  to  the  initiation  of  the  multiyear  contract  effort,  in  a  format  similar 
to  that  of  the  Initial  Findings.  If  any  changes  are  made  to  the  proposal  data  in 
preparing  the  validation  exhibits,  the  contracting  officer  should  maintain  a  relevant 
audit  trail.  To  verify  that  the  MYP  still  results  in  cost  savings,  a  present  value 
analysis  of  the  MYP  and  annual  contract  constant  dollar  outlays  should  be  made  using 
a  10  percent  discount  rate.  The  difference  in  the  sums  of  these  present  values  should 
be  positive. 

Approval  by  OSD  will  depend  on  the  extent  to  which  the  candidate  meets  the 
legislative  criteria  for  granting  multiyear  contracts;  the  credibility  of  its  estimated 
cost-savings;  and  the  degree  of  competition  for  the  MYP  funds  that  will  be  deemed 
to  be  available. 
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If  OSD  approves  the  MYP  candidate,  it  will  then  be  included  in  the  DOD 
budget  submission  to  Congress  as  part  of  the  President's  annual  budget.  At  this  time 
it  probably  will  undergo  a  review  by  the  GAO  to  determine  the  extent  to  which  it 
meets  the  legislative  MYP  criteria,  and  to  evaluate  the  extent  and  credibility  of  the 
MYP  cost-savings  estimates.  The  GAO  may  question  the  degree  to  which  the  MYP 
candidate  meets  the  legislative  criteria.  Disapproval  by  GAO,  however,  does  not 
mean  automatic  disapproval  by  Congress.  Congressional  hearings  by  both  the  House 
and  Senate  may  provide  an  opportunity  to  present  facts  in  support  of  the  MYP 
request.  Once  Congressional  approval  is  received  and  appropriations  have  been  made 
for  the  MYP's  initial-year  TOA,  the  contracting  officer  can  proceed  to  satisfy  other 
usual  (non-MYP)  requirements  and  award  a  contract. 

3.  The  Execution  Phase 


The  contractor  should  be  given  adequate  time  to  prepare  the  proposals.  It 
is  also  helpful  if  the  program  manager  office  solicits  contractor  top  management 
support  to  ensure  that  the  contractor's  project  office  will  have  adequate  support. 
The  RFP  should  cover  the  program  approach  whose  details  were  earlier  agreed  upon. 

While  the  contractor  is  preparing  the  proposal,  the  PO  should  prepare  for  its 
receipt  and  review.  It  should  formulate  a  review  plan;  educate  staff  regarding  the 
technical  evaluation;  and  build  a  historical  cost  data  base. 

Once  the  contract  has  been  negotiated,  the  Congress  must  receive  a  revised 
MYP  submission  based  on  actual  contract  details.  If  the  contract  award  justification 
package  shows  savings  at  least  as  great  as  those  in  the  budget  justification  package. 
Congress  must  receive  this  package  not  earlier  than  30  days  before,  nor  later  than  30 
days  after  contract  award.  If  the  savings  are  less  than  those  in  the  initial  multiyear 
findings  exhibit  package,  approval  of  the  appropriate  Congressional  Committees 
must  be  obtained  before  the  contract  is  let.  Prior  Congressional  review  does  not 
apply  to  small  MYPs. 
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PREPARING  THE  MYP  EXHIBITS 


Nine  exhibits  must  be  included  in  the  MYP  submission  package.  They  serve  to 
justify  the  use  of  a  MYP  and  to  document  facts  in  a  standard  format.  Their  use  is 
described  in  DOO  Manual  71I0-1-M.  They  include  the  following: 


1.  Multiyear  Procurement  Criteria 

2.  Acquisition  Strategy  Comparative  Summary 

3.  Total  Program  Funding  Plan 

4.  Contract  Funding  Plan 

5.  Impact  of  Inflation  on  Funding 

6.  Savings  and  Cost  Avoidance 

7.  Impact  of  the  Multiyear  Program  on  the  Defense  Industrial  Base 

8.  Present  Value  Analysis 

9.  Internal  Rate  of  Return 


Two  examples  of  successful  MYP  submissions  —  for  the  F-16  and  the  DSCS  III  ~  are 
presented  in  Appendix  B.  Considerations  to  be  used  in  completing  these  exhibits  are 
discussed  here. 


1.  Multiyear  Procurement  Criteria 

Ultimate  approval  of  a  MYP  candidate  will  depend  largely  on  the  extent  to 
which  the  MYP  submission  shows  that  the  legislative  criteria  are  met.  These  include 
(1)  benefit  to  the  government,  in  the  form  of  cost  avoidance  or  other  benefit; 
stability  of  (2)  requirement,  (3)  funding,  and  (4)  design;  and  (3)  confidence  in 
^  estimated  costs  and  MYP  cost-savings.  The  benefits  of  criterion  (1)  should  suffice  to 

offset  the  risks  associated  with  the  remaining  criteria. 
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2.  Comparative  Summary 

A  separate  summary  should  be  included  for  each  multiyear  contract 
included  in  the  budget  line  item.  Total  contract  price,  cancellation  ceiling,  and  MYP 
cost  savings  should  be  presented  in  then-year  dollars.  The  risk  associated  with  the 
MYP  criteria  is  derived  from  the  first  exhibit. 


3.  Total  Program  Funding  Plan 

This  exhibit  presents  the  data  contained  in  exhibit  4,  plus  other  program 
funds  not  related  to  MYP  contracts. 

4.  Contract  Funding  Plan 

This  exhibit  compares  annual  and  multiyear  alternatives  on  a  FY  funding 
basis.  It  presents  the  TOA  requirements  and  estimated  outlays,  by  year,  for  both 
annual  and  multiyear  contracts,  presented  in  then-year  dollars.  Its  purpose  is  to 
illustrate  the  effects  of  the  different  levels  of  advance  procurements  in  the  two 
contracts  on  a  year-by-year  basis.  The  total  TOA  difference  between  the  two  should 
agree  with  that  shown  in  Exhibit  2. 

5.  Inflation  Impact 

Since  MYP  contracts  frequently  contain  an  economic  adjustment  clause, 
this  exhibit  presents  a  sensitivity  analysis  for  TOA  requirements  as  a  function  of 
different  inflation  rates. 

6.  Savings  and  Cost  Avoidance 

Year-by-year  MYP  cost  savings,  in  then-year  dollars,  are  presented  in  this 
exhibit.  Total  savings,  by  source,  are  also  presented,  with  a  one-paragraph 
explanation  of  why  it  occurs.  Savings  due  to  inflation-avoidance  should  be  explained 
explicitly. 
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7.  Impact  on  the  Industrial  Base 

Congress  is  concerned  about  the  impact  of  MYPs  on  the  defense  industrial 
base.  The  benefits  originally  promised  for  MYPs  included  enhanced  competition  and 
capital  investment,  stability  of  employment,  and  increased  vendor  competence  and 
efficiency.  Quantitative  data  supporting  these  claims  should  be  presented  whenever 
possible. 

i.  Present  Value  Analysis 

This  exhibit  presents  yearly  outlays  on  a  year-by-year  basis,  in  then-year 
dollars;  in  constant,  budget-year  dollars;  and  in  present  value.  Base-year  dollars  are 
determined  by  discounting  then-year  dollars  by  the  expected  inflation  rate.  This 
varies  on  a  year-to-year  basis.  DOO  projections  of  future  inflation  rates  at  the  time 
of  preparation  of  this  exhibit  should  be  used.  To  obtain  the  present  values  of  future 
constant-do  liar  outlays,  a  10  percent  discount  rate  should  be  used  in  accordance  with 
DOO  Instruction  7041.3. 

9,  Internal  Rate  of  Return 


This  exhibit  presents  the  calculated  internal  rate  of  return  on  the  year-by¬ 
year  MYP  savings  in  outlays  and  TOA.  It  is  determined  for  outlay  differences 
expressed  in  both  then-year  and  constant  dollars. 

Additional  information  regarding  the  completion  of  these  forms  is  presented 
on  pages  241-41  through  241-48  of  the  DOD  Budget  Guidance  Manual. 

D.  SUMMARY 

This  chapter  has  described  a  general  procedure  for  processing  MYP 
submissions.  The  procedure's  three  phases  are  designed  to  develop  a  successful  MYP 
candidate  with  minimal  risk  of  failure.  The  outcome  of  the  process  should  be  the 
documentation  needed  for  approval,  based  on  factual  cost  and  other  data,  presented 
in  a  standard  format  for  ready  review  by  approving  authorities. 
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SUMMARY 


Multiyear  procurements  can  be  a  source  of  significant  cost  savings  in  the 
acquisition  of  defense  systems  and  sub-systems.  They  also  offer  other  potential 
benefits  to  the  government  in  the  form  of  enhanced  competition  (at  least  at  the 
subcontractor  level)  and  increased  capital  investment  with  resulting  increases  in 
productivity.  There  are  risks  associated  with  MYPs  as  well,  however. 

Consequently,  approval  authorities  are  ambivalent  about  MYPs  —  wanting  to 
obtain  their  advantages  on  the  one  hand;  anxious  to  avoid  their  risks  and 
shortcomings  on  the  other  hand.  As  a  result,  a  set  of  requirements  for  the  successful 
submission  of  MYP  requests  has  developed.  Some  of  these  are  legislated 
requirements;  others  have  to  do  with  proper  program  management.  In  each  case,  the 
Air  Force  program  office  —  the  PO  —  plays  the  key  role  in  seeing  that  these 
requirements  are  met,  and  that  the  projected  benefits  of  a  MYP  candidate  are 
actually  achieved.  This  Handbook  provides  a  guide  to  help  accomplish  this. 

Several  important  guidelines  were  revealed  during  the  research  that  was 
carried  out  in  preparing  this  Handbook.  These  are  as  follows: 

-  the  legislative  criteria,  defining  the  benefits  to  the 
government  and  the  risks  of  the  program,  must  be  clearly 
addressed. 

Cost-savings  estimates  should  be  based  on  contractor 
inputs,  critically  analyzed  in  detail  by  the  PO. 

-  Early  contractor  contact  and  continual  communications 
and  agreement  on  the  details  of  the  procurement  quantity 
profile  are  needed  to  obtain  firm  proposals  from  the 
contractor,  on  both  annual  and  multiyear  contract  bases, 
that  will  be  relevant  to  the  program  plan. 
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In  the  end,  the  MYP  candidate  must  offer  benefits  that  wiil  be  sufficient  to 
offset  its  risks.  This  fact  must  be  well  documented  and  credible  to  approving 
authorities.  The  preceding  chapters  of  this  Handbook  give  some  guidelines  as  to  how 
this  can  be  accomplished. 
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Table  A.l 


CONGRESSIONAL  ACTION  ON  THE  DEPARTMENT  OF  DEFENSE'S 
MULTIYEAR  PROCUREMENT  CANDIDATES,  FISCAL  YEAR  1982 


Govarnaant  AecounClDG  Otflca  (CAO) 


Congraaalonal  Action 


Syataa/Subayataa 

unsaiiflfittd  Raoulranancs 
(1) 

HyPTaeua 

— m — 

Authorization 

(3) 

ADorooriation 

Air  Porea: 

P-16  Aircraft 

N.A. 

H.A. 

H.A. 

Approvad 

Havatar  Global  Poaitlonlng 
Syataa  (CPS) 

H.A. 

H.A. 

H.A. 

Approvad 

TRC-170  Radio 

KaA. 

MaA. 

N.A. 

Approvad 

Aravi 

AtO-136  Radar  Jaaaar 

H.A. 

N.A. 

Conditional! 

Approval 

Approvad 

H-1  Pira  Control  Syataa 

H.A. 

N.A. 

H.A. 

Approved 

UM-60  Blaekhawk  Halicoptar 
(Alrfraaa) 

H.A. 

H.A. 

H.A. 

Approved 

Haw; 

C-2A  Aircraft 

H.A. 

H.A. 

Conditional! 

Approval 

Approved 

Standard  KR  SM-1 

H.A. 

H.A. 

H.A. 

Approvad 

(Rockat  Kotor) 


Abbravlatlon;  H.A.  •  Hot  Availabla 

Hota:  1.  Tha  Dapartaant  at  Daftnsa  aay  not  entar  Into  a  aultlyaar  procuraaant  contract  until 
(1)  OSD  aubaits  a  wrlttan  report  to  tha  Houaa  and  sanata  Authorization  coaalttaas 
juatlfylng  a  aultlyaar  procuraaant  atatagy;  and  (2)  a  period  of  30  daya  haa  alapaad 
froB  the  tlaa  In  which  tha  report  la  racelvad  by  he  coaalttaaa. 

Sourcaa:  Coluan  (3)  Houaa  of  Repraaentativaa,  Dapartaant  of  Dafenaa  Authorization  Act,  1983 . 

Confaranca  Report,  Report  Ho.  »7-7*9,  (waahlngton,  D.t).:  covarnaant 
Printing  Off lea) ,  Auguat  18,  1983,  pp.  4. 

Coluan  (4)  Dapartaant  of  Dafenaa  Aporooriationa  for  1984,  Part  5.  inforaatlon 

auoalttad  to  a  aubcoaBlttaa  oi!  tha  coaalttaa  on  Approprlatlona,  Houaa  of 
Rapraaantativaa,  98th  Congraaa,  Pirat  Saaalon,  June  9,  1983,  pp.  764-765. 
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Table  A. 2 


CONGRESSIONAL  ACTION  ON  THE  DEPARTMENT  OF  DEFENSE'S 
MULTIYEAR  PROCUREMENT  CANDIDATES,  FISCAL  YEAR  1983 


Syst«a/Subayat«a 


Covarnaant  Accountina  Offlca  (GAO)  Conqraaalonal  Action 


AlrTorca: 


batanaa  Matarologlcal 

Satalllta  Prograa  (DMSP) 

Coat  Confidence 

N.A. 

H.A. 

Approved 

KC-10  Aircraft 

M.A. 

N.A. 

N.A. 

Approved 

Any: 

Hultipla  Launch  Roe)cat  Systoa 

Coat  Confidanca 

N.A. 

Conditional^ 

Approval 

Approved 

UN-80  A  Blackhawk  Engines 

N.A. 

N.A. 

N.A. 

Approved 

Maw; 

"X=«E 

Cost  Confidanca 

N.A. 

Conditional! 

Approval 

Denied 

CH-S3E  Halicoptar 

Coat  Confidanca 

N.A. 

Conditional! 

Approval 

Denied 

EA-6B  Aircraft 

Cost  Confidanca 

H.A. 

Conditional! 

Approval 

Denied 

Float  Oiler  (TAO) 

Cost  Confidanca 

N.A. 

N.A. 

Danlad 

NX-*6  Torpado 

Cost  confidanca 

Rag.  stability 

N.A. 

N.A. 

Approved 

Modular  Unlvaral  Laser 

Egulpaant  (MULE) 

Cost  Confidence 

N.A. 

Conditional! 

Approval 

Denied 

NATO  Saasparrow 

Cost  Confidanca 

H.A. 

N.A. 

Approved 

Standard  SM-1  Mlsslla 

Cost  Confidanca 

N.A. 

H.A. 

Denied 

(Control  and  Guldanca) 


Abbravlation;  H.A.  •  Not  Avallabla 

Mota;  1.  Tha  Dapartaant  of  Oafanaa  aay  not  antar  into  a  aultlyear  procuraaent  contract  until  (1) 
OSO  aubalta  a  written  report  to  the  Rouaa  and  Sonata  Authorization  Conaltteea  juatifying 
a  aultlyaar  procuraaent  atrataw;  and  (2)  a  period  of  30  daya  haa  alapsad  from  tha  tiae 
In  which  tha  report  la  received  by  the  coaaltteea. 


Sourcao!  Coluain  (1)  Covarnaant  Accounting  Office,  CAP  Analvila  of  Prolecta  Proposed  by  tha 
Dapartaant  of  Oefense  for  Kult 


29,1982,  pp.4-« 


rintlng 


Coluan  (3) 


House  of  Roprasantatlves,  Dapartaant  of  Dafanaa  Authorization  Act.  1983. 
Conferonca  Report,  Report  ho.  97-7*9,  (Wash ington ,  d . c . :  u.S.  covarnaant 
Printing  Office),  August  16,  1982,  p.*. 


Coluan  («) 


Dapartaant  of  Dafanaa  Appropriations  for  198*  part  5,  inforaatlon  subaitted 
to  a  auocoaaittaa  oz  tna  coaalttaa  on  Appropriations,  Housa  of 
Raprasentatlvaa,  9tth  Congress,  First  Session,  Juno  9,  1983,  pp.76*-76S. 
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Table  A. 3 


rONGRESSIONAL  ACTION  ON  THE  DEPARTMENT  OF  DEFENSE'S 
PROcSRiSkNT  CANDIDATES,  FISCAL  YEAR  1984 


SystcB/SubsysteD 
Air  Force; 


GovanuMnt  Accounting  Offlca  (GAO) 
Opinion 

unsatlatlaa  Raaui-raaantsl  riVt*  status 


Congrasslonal  Action 
On  HYP  Authority 
i^utnoritation  Appropriation 
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itWf 


SS 


IKc 


^-Ib  (AlrCrana,  Englna 

Cost  Confldanca 

Unfavorable 

Approved* 

Approved 

1 

Offanslva  and  Oafanalva 

Savings 

Avionics) 2 

Funding  Stability 

Dasign  Stability 

F-15  Alrfraaa 

Cost  Confldanca 

Unfavorable 

Denied 

•• 

savings 

(Savings 

Funding  Stability 

Funding  stability! 

KC-13S  Ra-anglnlng 

Cost  Confldanca 

Unfavorable 

Denied 

savings 

(Savings 

Funding  Stability 

Funding  Stability) 

Oasign  Stability 

Arav! 

Englna 

Cost  Confldanca 

Unfavorable 

Dan lad 

Savings 

(Savings) 

Armored  Combat  Earthmovar 

Cost  Confldanca 

Unfavorable 

H.A. 

Approved 

(M-9) 

Savings 

Bradlay  Fighting  Vahlcla 

Coat  Confldanca 

Unfavorable 

H.A. 

Approved 

(Transmission,  Turrat  Driva, 

Savings 

Powar  Control  Unit,  Tow 
subsystam) * 

Dasign  Stability 
Funding  Stability^ 

CH-47D  Kodlflcatlon 

•• 

Favorable 

Denied 

(Savings) 

M-<0  Tan)c  Tharmal  Sight 

Cost  Confldanca 

Unfavorable 

N.A. 

Approved* 

Tow  II  Klsslla 

Cost  Confldanca 

Unfavorable 

Denied 

(Savings) 

’a' 

Wavy; 

AW/55Q'-628  Sonobuoy 

Cost  Confldanca 

Unfavorable 

Oaniad 

(Savings 

Dasign  Stability) 

— 

m."  ^ 

AH/TSQ-lll  CHCE 

Cost  Confldanca 

Rag.  Stability^  , 
Funding  Stability^ 

Unfavorable 

Denied  laplicltyS 

** 

F/A-18  Englna 

Cost  Confldanca 

Unfavorable 

Denied 

— 

Rag.  Stability 
Funding  Stability 

(Savings) 

• 

LSO-41  Ship 

Cost  confldanca 

Unfavorable 

Approved 

Denied'^ 

MX-30  Targat 

Cost  confldanca 

Unfavorable 

Denied 

— 

Dasign  Stability 

(Funds  Available 

For  Annual) 

IW-45  Gun  Mount 

Cost  Confldanca 

Unfavorable 

N.A. 

Approved 

TB-16  Sonar 

Cost  Confldanca 

Unfavorable 

H.A. 

Approved 

•  .  a 

Table  A. 3 


Abbreviation;  H.A.  •  Not  Available 

Ifoteat  1.  Savings  were  listed  as  questionable  If  less  than  St  based  on  budgetary  data. 

2.  Unsatisfactory  raqulraaants  do  not  neesssarlly  apply  to  all  subsystems. 

3.  Covemaent  Accounting  Office,  Analvels  of  Kultlvear  Procuresent  Candidates  Included  in 
Defense's  Fiscal  Year  1984  Budcrat  SeouaH  (SAOytlSlAD  bIi-tS)  ,  (Washington,  D.c. : 


,  1983,  pp.  8-9. 


-rPlTT^-TTabl-i 


Approved  by  House  and  Senate  Authorization  CoaBlttaas,  House  of  Representatives, 
Deoartnent  Authorization  Act.  1984.  Houaa  Report,  Report  No.  98-107,  May  11,  1983. 
senate,  oenious  Defense  AuthonzTEion  Act.  1984.  Senate  Report  Ho.  98-174,  July  5, 
1983  (Wasningcon 


AuthorizaEion  Act.  1984.  Senate  Report  Ho.  98- 
covemsent  printing  otfice. ) 


Senate  Cosaittee,  Deoartaent  of  Defense's  ABorooriation  Bill.  1984.  Senate  Report, 
Report  Ho.  98-392,  Noveaher  i,  1983,  pp.  77. 

Deoartaent  of  Defense  for  1988.  Part  4.  inforaatlon  provided  by  the  Office  of  the 
Secretary  or  Defense  to  a  auocoBBitcae  of  the  Coaaittae  on  Appropriations,  House  of 
Representatives,  98th  Congress,  Second  Session,  Hay  10,  1984,  pp.  786. 

House  of  Raprasentatlvea,  Malcinc  Aooreoriatiens  For  the  Deoartaent  of  Defense  for  the 
Fiscal  Year  ending  Saoteaber  30.  i9B4.  conrerance  Report.  Report  Ho.  95-567. 
(waanington,  o.c.:  aovernaant  printing  Office),  Hov.  18,  1983,  pp.  49. 


Sources;  Coluan  (1)  Sovamaent  Accounting  Office,  Statement  of  Robert  M.  Gilro 
Associate  Director  National  Secur 
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Column  (3)  Covemaent  Accounting  Office,  Anal 
Included  in  Defense's  Fiscal  Year 


reaent  Candidates 


spteaber  30,  1983,  pp.  8- 


Coluan  (3)  House  of  Representatives,  Department  of  Defense  Authorization  Act.  1984. 

Conference  Report,  Report  ho.  9d-3i2l,  (Washington,  b.ii.;  iiovemaent 


Conference  Report,  Report  ho.  9d-3i2l,  (Washington,  b.ii.;  iiovemaent 
Printing  office),  Septaaber  13,  1983,  p.9. 

Coluan  (4)  Approved  by  House  and  Senate  Appropriation  Ceaalttee,  Deoartaent  of  Defense 
Appropriation  Bill,  1984,  House  Report,  Report  No.  98-4li7,  octoper  20,  1983 


Appropriation  Bill.  1984.  House  Report,  Report  No.  98-4li7,  octoper  2S 
pp.  106.  Senate  Report,  Report  Ho.  98-292,  Hovaaber  1,  1983,  pp.  77. 
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OUTCOMES  OF  MULTIYEAR  PROCUREMENT  (MYP) 
SUBMISSIONS  FOR  FISCAL  YEAR  1985 


Multiyear 

Procurement  Candidate 

Action 

Taken  As 

A  Result  Of: 

Service 

Review 

Review 

Congressional 

Review 

(1) 

(2) 

(3) 

(4) 

Air  Force: 

Airborne  Warning  and 

D 

— 

— 

Control  System 

AN/ARC  -170  Radio 

D 

— 

DSCS  III 

A 

A 

A 

Inertial  Upper  Stage 

A 

D 

c  — 

F-16  Airframe 

A 

A 

A 

F-16  Radar 

D 

F-16  simulator 

A 

A 

D 

Low-level  Laser 

D 

— 

Guided  Bomb 

Army: 

AH- 6  4 

A 

D 

Bradley  Fighting 

D 

— 

— 

Vehicle 

Bradley  Turret  Drive 

A 

A 

A 

Bushmaster  25mm  Gun 

A 

A 

D 

CH-47D  Modernization 

A 

A 

A 

5-ton  Truck  (M939) 

A 

A 

A 

Shop  Equipment  CMV 

A 

A 

A 

Tow  II  Missle 

A 

A 

D 

UH/EH-60  Airframe 

A 

A 

A 

Navy: 

AN/SSQ-36  sonobuoy 

A 

D 

AN/SSQ-77 

A 

A 

A 

CH/MH-53E  Airframe 

A 

A 

A 

Sealift  Support 

D 

— _ 

— _ 

SH-60B 

A 

D 

Abbreviations ;  A  ■  Approved 

D  *»  Disapproved 

Sources ;  Columns  (l)-(3)  General  Accounting  Office,  Analysis  Of 

POD'S  Fiscal  Year  1985  Multiyear 
Procurement  Candidate^  (Washington, 
D.C. :  U.S.  Government  Printing  Office) 
October  25,  1984. 

Column  (4)  The  Bureau  of  National  Affairs,  Inc. 

"GAO  Questions  Fitness  of  Five  Weapon 
Systems  For  Multiyear  Procurement," 
Federal  Contracts  Report.  Vol.  42, 
November  25,  15^4,  pp.  803-804. 
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Table  A. 5 


REASONS  FOR  THE  MILITARY  SERVICES 
AND  OSD  REJECTIONS  OF  POTENTIAL  MULTIYEAR 
PROCUREMENT  CANDIDATES,  FISCAL  YEAR  1985 


Candidate  Rejected  By; 

Air  Force; 

Airborne  Warning 
and  Control  System 

AN/ARC-170  Radio 

F-16  Radar 

Low-level  Laser 
Guided  Bomb 

Army; 

Bradley  Fighting  Vehicle 
Navy; 

Sealift  Support 
OSD; 

AH-64  (Army) 

AN/SSQ-77  (Navy) 

Inertial  Upper  Stage 
(Air  Force) 

SH-60B  (Navy) 


Reason  For  Rejection 
- - 

Unstable  Requirements 

Insufficient  Savings 

Unstable  Configuration 

Unstable  Configuration 

Insufficient  Savings 

Unstable  Program  and 
Cost  Estimates 

Low  Confidence  in  Cost 
Estimates 

Unstable  Requirement 

Operational  Failure 
in  June  1983 

Unstable  Requirement 
and  Funding 


Source;  General  Accounting  Office,  Analysis  of  POP's  Fiscal  Year 
1985  Multiyear  Procurement  Candidates ,  (Washington,  D.C. 
U.S.  Government  Printing  Office),  October  25,  1984,  p.9. 
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Table  A. 6 


CONGRESSIONAL  ACTION  ON  THE  DEPARTMENT 
OF  OEFKNSB'8  MULTZYEAR  PROCUREMENT  CANOIDATSS, 
FISCAL  YEAR  1985 


Cenaral  Accounting  Otflca  (GAO)  Congraialonal  Action 

Ooinlon  On  KYP  Authority 

■'  L I  m I  M  'w _ Ti  J _ --1.1  W1.-I _ L  1..1.U _ i-.Li';;.  rc.MC.-ii; 


Svstan/Subsvstaa 

i>nrrMn8rr-B;{ 

Air  Force: 

F-16  Alrfraaa 

Cost  Confidence 

Favorable 

Approved 

Approved 

F-18  Slaulator 

Coat  confidence 
savings 

Design  Stability 

Unfavorable 

HA 

Denied 

(Savings,  Design 
Stability) 

OSCS  III 

Cost  Confidence 

Favorable 

MA 

Approved^ 

Any: 

UH/EH-80A  Alrfraaa 

Cost  Confidence 

Favorable 

Approved 

Approved 

CM-470  Modamltatlon 

Cost  Confldat:ce 

Favorable 

Approved 

Approved 

S-Ton  Truck  (K939) 

Cost  Confidanco 

Favorable 

Approved 

Approved 

TOW  II  Kiaslle 

Cost  Confidence 

Rag.  Stability 

Funding  Stability 

Unfavorable 

Approved 

Denied^ 

(Funding  Stability, 
Cost  Growth) 

Shop  Egulpaant  CKV 

Cost  Confidanco 

Funding  Stability 
Design  Stability 

Unfavorable 

Approved 

Approved 

Bradley  Turret  Drive 

Cost  Confidence 

Savings 

Reg.  Stability 

Unfavorable 

HA 

Approved 

Bushaaster  2  Sum  Gun 

Cost  Confidence 

Reg.  Stability 

Funding  Stability 

Unfavorable 

Approved 

Denied 

(Reg.  Stability 
Funding  Stability 

Wavy; 

'“Th/kh-SB  Alrfraaa 

Cost  Confidence 

Favorable 

Approved 

Approved 

AM/SSQ-38  sonobuoy 

Coat  Confidence 

Unfavorable 

Approved 

Approved 

Abbraviatlon!  HA  •  Hot  Available 

Motas:  1.  GAO  notes  that  none  of  the  12  candidates  sat  the  cost  confidence  criteria 
because  fire  proposals  vsre  unavailable  at  the  tlae  of  their  evaluations. 

2.  The  Bureau  of  Hatlonal  Affairs,  Inc.,  "GAO  Questions  Fitness  of  Five  Weapon 
Svstess  For  NUltlvear  Procuresant.  "Federal  Contracts  Report.  Vol.  42.  Hovsnber 
2S,  Ipas.,  pp.  S03-B04. 


aources! 


Coluan  (1)  General  Accounting  Office,  Analysis  of  OOP's  Fiscal  Year  1985  Year 

Multiyear  Procuresant  Candidates,  (washlnton,  d.c.:  u.s.  aovarnaent 
Printing  Office),  October  Hi,  1984,  pp.  IS. 

Coluan  (2)  Ibid. .  p.  2. 


Colxian  (3)  House  of  Rapresantstlvas,  Pepartsent  of  Defense  Authorliatlon  Act, 

1985,  Conference  Report.  Report  Ho.  ss-iodO,  (wasnington  D.C.:  ti.S. 
Govamaant  Printing  Office),  Saptaabar  28,  1984,  pp.  8-12. 


Coluan  (4)  Agraaaant  betvean  the  Rouse  and  Senate  Appropriation  Coaalttaa. 

House  of  Representative,  Depertasnt  of  Defense  Appropriation  Bill. 
1985,  Rouse  Report,  Report  Mo.  98-iOBe;  senate  Report,  Report  ho. 
41-838,  (Washington,  D.C.:  U.S.  Govamaant  Printing  Office),  Sept. 
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SfraiSI  SATELLltt  COHIDNICATIOItS  SISTtM  PHASE  111  (DSCS  III) 

SPACtCHATT  PHODOCTXON 

(nSA-tS) 

The  OapartaMt  of  Mfaaa*  li  propoalat  to  purobuo  aovon  DSCS  III  apocooroft  froa  tba  Oanaral  Elaotrlo  Coapapp  with  a 
aultlpaar  prooaraaant  (HIP)  oontraet  In  ri85.  A  aultlyaar  advaaoa  proeuraaaat  of  aeonoalo  ordar  quantlttaa  of  parta 
and  aatarlala  for  aaaan  aatallttaa  vaa  approaad  by  Coosraaa  and  awardad  In  Jan  6A.  This  updated  aat  of  aahtblts 
rsprasaata  tba  baaaflt  of  oontlaulnt  tba  MTP  Into  tbs  produotloo  phaab 

CAITEMA 

aeneflt  to  Ooearnaant  -  A  DSCS  III  aultlyaar  oontraot  la  projaetad  to  aava  1I39.8  Billion  (TT)  or  18.01  over  an  annual 
buy  at  tba  aaaa  produotloo  rata,  aoroaa  five  years  of  proeuraaant  (FT  8t-88). 

Stablllta  of  Haaulraaant  •  Tba  DSCS  III  production  rata  »aa  atablllzad  uhan  tba  DEPSECDEF  approved  the  production  of 
DSCS  III  la  Dao  81.  A  flra  raqulraaant  for  12  production  DSCS  III  spacecraft  was  eatabllahad  In  1978  by  DCA  to  replace 
the  currant  DSCS  II  ayatea.  Thera  are  no  avallabla  alternaciva  apacaeraft  to  psrfora  the  DSCS  alsslon,  and  tha  DSCS 
III  will  prOTlda  critical  national  coaaunleatlons  support  through  the  1990s.  Five  DSCS  III  satallltea  are  now  on 
contract  via  annual  buy  oonCraotlng.  Tha  first  production  contract  was  awarded  In  Jan  82  and  waa  preceded  by  an 
advance  parta  buy  a  year  earlier.  Tha  aultlyaar  contract  would  be  for  tha  seven  reaalnlng  spacecraft. 

Stability  of  Fundlne  .  The  current  Five  Tear  Oafansa  Plan  contains  sufficient  funding  to  support  the  proposed  HIP 
prograa.  MTP  and-ltaa  quantity  by  year  will  be  fully  funded.  The  Air  Force,  Departaent  of  Defense,  Oafansa 
Coaaualoatleaa  Agency,  other  Qovarnasnt  aganolaa  and  tha  Congress  are  eonalttad  to  tha  DSCS  III  prograa. 

stable  Confteuratioii  .  In  early  1978,  the  Air  Force  aada  a  daclalon  to  develop  a  DSCS  111  to  provide  looraasad 
capabUltlaa.  Tha  first  Oavalopaant  Flight  SatslUta  was  launched  In  Oct  82,  successfully  coapleted  on-orblt  tasting, 
and  has  baea  used  cparatlonally  since  May  83.  Tha  current  production  spacecraft  on  contract  will  contain  leprovaaenta 
approved  by  tha  DEFSECOEF  In  Deo  81.  Tha  seven  satallltas  eontraetad  for  by  HIP  will  have  no  basic  design  changes  froa 
the  five  produotlon  satallltas  currently  on  contract. 

Dearee  of  Confidence  •  The  coat  eetlaates  are  baaed  upon  coaparatlvs  contractor  proposals  of  annual  and  MTP  contracts. 
They  ars  eooalstsnt  with  actual  costs  to  data  over  aora  than  two  years  of  produotlon  experience,  with  anticipated 
eeonoalea  of  production  Inoludsl  The  proposed  aultlyaar  funding  and  projected  savings  are  considered  reasonable,  with 
a  hlgb  laval  of  confldanca. 

Daaraa  of  Confidence  In  Contractor  Capability  •  Tha  Air  Force  has  a  very  high  degree  of  confidence  In  the  contractor 
that  will  preduos  tha  DSCS  III  apacaeraft.  These  capabilities  have  bean  proven  through  the  history  of  tha  DSCS  III 
prograa  and  Oanaral  Electric's  ecaaltaent  to  space  coaBunleatlona.  Although  the  contractor  expsrleneed  coat  growth 
problaas  la  the  Initial  stages  of  tha  davelopaant  contract,  ha  has  psrforasd  within  negotiated  costa  and  on  aehadula 
for  tha  last  four  years. 
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atart>atop-atart  inorrielonolaa  whloh  ara  vary  eoatly.  Inoraaaad  orflolanolaa  and  ataady  aanufaeturlag  of 
aatolllto  eoapenonta  provido  a  roduood  ooat. 

sxaa 

8s  a  roault  of  alnglo  buy  outs  of  randers  and  suboontraotora,  a  raduetlon  In  priaa  contractor  suboontraoter 
■aaagoaont  aupport  la  obtained.  Major  afflolsnolas  are  alao  obtained  by  the  priaa  contraetor  In  tha 
Banafaetaring,  aaaoably  and  taat  of  apacaeraft  eeapenoats  duo  to  the  afftelont,  ataady  dallvary  of  parta  and 
assoabUon  froa  the  Tenders  and  suboontraotora. 
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TMifBwd  Cn— tlMim 

IL  HHlUyMr  proaurMrat  (MTP)  proaotM  •  aor*  ataUa  bualaaaa  baaa,  raduoaa  ovarhaad  and  featara  aoooealaa  of 
seala  that  ara  aara  la  llaa  alth  oeaaarelal  praattoa.  Thla  alll  paralt  tha  aeBtraotop  to  ba  aora  afraattaa  la  tha 
aeapatltlaa  fop  aappapata  laaaataaat  fuada  fop  ppedaatlaltp  lappaaaaaat,  oeat  paduotloaa,  aad  laopaaaad  ppodaatloa 
aupga  aapabllitp, 

b.  da  HIP  apppoaah  Mill  allow  tha  ooatpaotap  to  plaeo  oeatpaeta  with  auboootpaotopa  aad  vandopa  la  a  aopo 
aooaoaloal  aaaaop,  ooaaldoplat  laadtlaa,  laaaataaat,  ahalf  Ufa,  ate.  la  auoh,  eoapatltloa  will  aapp  dapoadlac  oa  tha 
aaaaap  uaad  la  aaoh  apaelflo  eaaa.  Oao  paap  eeatpaota,  aaaa  ena-yaap  eoatpaota  with  optloaa,  do  aot  ppealdo  thla 
baaarit.  Maraoaap,  HIP  oould  laopoaaa  eoapatltloa  frea  aandopa  who  apo  latapaatad  la  a  aopo  atablo  bualaaaa  baa& 

Tupwatu— 1 

a.  Pplaa  oeatpaotop  •  la  aetad  abeaa,  tha  ooatpaotop  will  ba  aopa  eoapatltlaa  wlthla  thalp  eoppopata  atpuetupa 
with  NIP.  fhla  oould  ladueo  ooppopata  aaaagaaaat  to  laopoaao  lovaatBoat  to  foatar  a  aopa  ppoduotlra  (pperitablo) 
oparatlea,  'whleh  oould  oeatplbuta  to  oaopall  oapa'bllltp  aad  produotlPltp,  tad  fupthap  baaaflt  othap  DOO  ppocpaa^ 

b.  Toadopt/dubooatpaotopa  •  Iha  HIP  will  haaa  a  atlaulatlag  affaot  oa'  laraataaat  by  aubeeatpaotopa  aad  vaadopa. 
Tha  potaatlal  tor  a  aopa  atabla  bualaaaa  baaa  oould  load  othap  oeapaalaa  to  aoqulra  tha  aapablltty  aad  papaoaaal  to 
quallQr  for  toaapaaaat  bualaaaa. 

twopowMout  la  t—dap  -^111  .  By  eapaadlBi  tha  paplod  of  papfopataea,  vaadopa  will  ba  battap  abla  to  dovolop  aad 
p«<p«.4p  oapahUlty,  potala  aklllod  labop,  aalataia  affopdabla  taehBlolaaa,  aad  ba  aBoeupagad  to  lappova  tha  quality  of 
thair  oatpat. 

vwmimtmm  Ppppppj  .  Ipppopplato  tpalalBg  ot  pplBu  BBd  auboeatpaotop/pandop  laaala  will  bo  aatabllahad  to  ppoaeta 
ofrialaat  uaa  of  aaaufaatuplag  labop. 

2cagCggg_{BfBaBtJ3Hagig  -  Ipproprlata  pregpoaa  payaoat  ppeplaloaa  will  bo  aatabllahad  duplag  eeatpaat  aegotlatleaa. 
■o  UBBaual  pregpoaa  payaaat  prealaloBa  apa  aatlolpato^ 

Baa  of  MultlToap  Coatpaatopa  tpaadoral  -  Pplao  aad  aubeoatpaetora/randora  aay  bo  laduood  to  aeeupo  aultlyoar 
ooaaltaaata  -thpough  dafappod  dallpopy,  ppa»ppload  optloaa,  op  atookplllng  of  pander  parta.  Thla  will  baaa  a  pealtlao 
affaat  oa  prloa  aad  dallaory. 

Twap—wd  PpoAiaH—  pppi— .  Tha  orarall  affaat  of  HIT  aheuld  broadoa  the  preduotloa  baa»  Inoroaaad  latoraat  of 
vaadora  la  tha  aora  atabla  bualaaaa  baaa,  aad  taralnatloa  pretaetlen  la  tha  eutyaara  will  load  to  now  antrlaa  and 
laoraaaod  oapahllltlaa  of  aatabllahad  paadopa,  whloh  will  oentrlbuta  to  an  oporall  laoroaao  la  laduatrlal  oapaolty. 
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NULnmi  cniiiT  i  i 

NULTIYtMt  noeUtCMENT  CtlTftlA 

r-it  c/0  AiociAR  roooDCTioM  (nst-nai) 


J  7  FEB  88^ 


TIm  of  Dofoaoo  lo  pre^olnt  ptirehooo  864  f«»l6  oircroft  frea  Control  DyBOoieo  In  fTB6  through  FY89. 

Tho  Air  Foreo  plooo  to  proouro  720  of  thooo  oireroft  oo  o  corn  nultiyoor  progroa.  Annuol  oorlotlon  in  qnontlly 
optlooo  oro  oioo  plonood  for  up  to  36  oireroft  por  yoor  for  FYSA  through  89  to  oupport  doeuaootod  force  etrueture 
roqutreaonco«  Thlo  exhibit  poefcoge  lo  otruetured  to  reflect  o  aultlyoor  progroa  of  720  oireroft  with  end  without 
the  oomioX  buy  optlooo.  Hoot  of  the  oxhlblco  eontoln  two  pogeo*  with  tho  flrot  one  rofloetlng  o  pure  720  oireroft 
•ultlyoor  progroa  ond  the  oocend  one  ohovlng  o  720  oireroft  «iltlytor  progroa  with  onnuol  buy  optlono  of  144 
oireroft.  Bihiblto  I  ood  7  Include  only  one  pogo  oineo  they  reflect  the  totol  progroa. 

CtlTgtlA 


Benefit  to  the  Couornaont.  Multlyoor  oovingo  over  FY86«py89  onnuol  procureaent  tor  tho  720  oireroft  aultlyoor 
progroa  ore  projected  to  provide  off Iclenclee  to  oireroft  procureaent  coot  eotiaoted  ot  8.42  or  $158.3  allllon 
(tt).  The  odditlon  of  the  onnuol  buy  optlono  for  144  oireroft  doapono  theee  oovingo  to  o  net  of  $4.61  or  $227.1 
allllon  (TY). 

StoblUty  of  leeulreaent.  The  7-16  production  rote  profile  ond  TYDF  quontlty  hoe  otobillood  with  tho  opproved 
DKFSKCDff  production  profile. 

of  Contlgufotlon.  During  the  pUnnod  aultlyoor  period,  no  boole  deoign  ehongee  ore  tnvloloned  for  the 
7*loolrcreftT flonned  upgrodeo  hevo  been  included  lo  been  cooto.  Thlo  aultlyeor  progroa  provldeo  only  for  C 
ond  0  aodol  f-16e.  Should  the  7-168  be  oeleeted  oo  tho  Duel  Bole  Fighter,  the  high  'degree  of  coaaon  norto  would 
enoure  continued  conflgurotlon  otobillty  ond  ouetoln  the  ontlcipeted  oovingo. 

Degree  of  Coot  Confidence.  The  eoet  hlotory  of  the  7-16  hoe  been  aere  then  eeceptable.  tech  of  the  centroctor'o 
ptevloue  7-16  elrcrefc  propoeele  hea  been  oubjected  to  rlgoroue  coat  enelyole  end  negotiation.  The  reauUlne  7-16 
production  contrecto  ere  expected  to  be  eeapleted  2-3X  under  urgot  coot. 

PMfeo  of  Confldence__ln  Contractor  CepebUlty.  The  7-16  eontrectore  have  deaenetroted  their  cepeblUty  to  nerfora 
the  concrectually  required  teoke  on  ochedule  within  negotUted  coete.  Cenerel  Dynaalce  hee  been  producing  7-16 
elrcrefc  elnce  1977,  hee  delivered  over  1000  f-l6  elrereft  end  lo  currently  producing  elrereft  at  e  production 
rote  of  19  pec  aonth  including  7HS  etrerofe. 
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DoeTOM.  MAeaACWtrnRTTn 


HUtTum  ntiiitT  fi 

AQVISITION  STMTCCT  OOMPACATIVC  SUMKAAY 
F-U  PRODUCTIOtr(FY86*FY89)  COKTRACT 
(TY$  IN  NILLIONS) 


ANNUAL  PROCRAH 


miLTXnAR  fROCRAH* 


NR  UNITS  (rr88-rYa9) 
tlUANTlTY 

TOTAL  CONTRACT  PRICE 


720 

82S3.S 


720 

3895.2 


CANCELI>TION  CEILING  (UNPUNOBO) 


$  COST  AVOIDANCE 
2  COST  AVOIDANCE 
R1SR  KEUTEO  FACTORS 


358.3 
8.4 
RISK 


-RtOl'TREHCNT  STABILITY 
>rUNIMNG  STAIlLirr 
-CONFlCURATtON  STASILlTY 
-COST  CONFIDENCE 

CANCE14>T!0N  CEILING  BY  YEAR 


LOW 

LOW 

LOW 

LOW 


riM  “  -  - 

nsA  ® 

FY87  0 

FY88  ® 

rf89  ® 

0 

**  AN  EXPUNATION  OF  HIE  RISK  FACTORS  IS  ADDRESSED  IN  MULTIYEAR  EXHIBIT  #  I 
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Bo«iTOf«.  MASRACnV  ABTTS 


NULTIYCA*  EXHIBIT  I  lA 
AQUISITION  STBATECY  COHrAEATIVE  SUHMAEY 
r-l&  fEOBUCTIOH  <FY>i-TYBf)  COHTRACT 
(TYJ  IH  HILLIOMS) 


AMNUAL  PtOCSAM 


MILTITEAB  FIOCEAH* 


NX  UNITS  (nBA-nas) 

QUAMTITY 

TOTAL  CONTEACT  PRICE 
cancellation  ceiling  (UNPUNDEO) 
}  COST  AVOIDANCE 
X  COST  avoidance 


RISK  RELATED  FACTORS  •• 


REQUIREMENT  STABILITY 
-rUNOlNC  STABILITY 
-CONPICURATION  STABILITY 
•COST  CONFIDENCE 

cancelution  ceiling  by  year 


•  ASSUMES  CORE  MULTIYEAR  PROGRAM  OF  720  A/C  UITN  OPTIONAL  ANNUAL  BOY  QUANTITIES -OF  lAA  A/C 
••  AM  explanation  OF  THE  RISK  FACTORS  IS  ADDRESSED  IH  MULTIYEAR  EXHIBIT  I  I 
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Bo«TOH. 


mn.TITCAK  CXIIIIIT  f  } 

TOTAI.  rROCXAH  FUNDINC  FLAH 

r-ifi  FRODucTioN  (nB6-rYa9) 


(TT$  IM  HILLIOMS) 

ANNUAL  mOCflAlt 

83 

86 

87 

88 

89 

TOTAL 

QUANTITY 

iJo 

ISO 

155 

liB— 

7U 

END  ITEM 

350175 

357575 

535577 

333175 

- xsuu.u 

LESS  AOV  PtOCUAEHEKT 

Ali.l 

-632.9 

-650.8 

-511.5 

-1611.3 

NET  REQUEST 

3083.3 

3066.3 

3177.6 

3109.3 

12618.7 

advance  PEOCUEEHENT 

FY86 

*16.1 

418.1 

FYE? 

0.0 

43Z.9 

632.9 

PYEE 

0.0 

650.8 

650.8 

rteY 

0.0 

481.3 

681.5 

rf  90/91 

0.0 

506.3 

506.3 

TOTAL  BItOCET  EEQUEST 

*16.1 

3518.2 

3697.1 

335571 

331373 

U706.3 

NIII.TIYEAE  PEOr.EAN 

8) 

8« 

87 

88 

89 

mu. 

Jnil.TIYKAE  qUANTITt 

ISO 

lid 

lU. 

iM 

720 

Knn  ITEM 

5*875 

958.9 

55375 

55371 

. ii5i.2 

t.KSS  AOV  PEOCUESMENT 

-125.7 

-191.5 

-199.2 

-203.8 

-720.2 

NET  HEQimST 

822.3 

767.6 

59675 

791.0 

3175.0 

ADVANCE  PKOCUEENP.KT 

FYBB 

125.7 

125.7 

FY87 

87.7 

103.8 

191.5 

FYB8 

74,7 

69.6 

56.9 

199.2 

KY8B 

66.9 

63.3 

21.7 

51.7 

203.8 

TOTAL  MUI.TIYEAE  COST 

355.0 

1039.2 

866.0 

846.0 

791.0 

3895.2 

NON'HYP  RCQUIEEHENTS 

351.3 

2333.0 

2*09.5 

2483.9 

2669.1 

10*50.8 

TOTAL  BUDGET  REQUEST 

7O0.3 

36iIi.2 

3253.5 

3331.9 

3660.1 

16366.0 

HYP  SAVINGS 

-Z90.2 

.96.0 

2*3.6 

327  .a 

173 .7 

338.1 
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OOBTOM.  Maubacmvw^tt^ 


HUITIYEAI  EXHIIIT  §  1  (eontlnuid) 
TOTAL  rHOCKAH  rUmiNC  TLAM 
r-16  HODUCTION  (nBt-n89) 

(ny  IN  NiLiiONS) 


OVTUtS 

03 

06 

87 

88 

89 

90 

fi 

•92 

93 

TOTAL 

ANNUAL  FtOCKAH 

42. S 

575.9 

■’ttjura 

uim 

Hn(T>W!Vi 

U704.3 

HULTltEAB  MOCRAN 

72.1 

736.8 

2405.2 

5062.0 

3246.6 

3032.8 

2283.2 

362.8 

224.3 

14346 .0 

SaWXMUI 

-29.6 

-160.6 

-103.6 

113.8 

23S.7 

192.6 

78.9 

24.2 

6.5 

358.3 
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DoIITOH.  MAI»»ACKU«ftTT^ 


miLTIYCAR  CXIIIIIT  I  3  A 
TOTAL  rROCRAM  FUNOIKC  PLAN 
r-U  PRODUCTION  (PTR6-FTB9) 
(TY$  IN  MILLIONS)  ' 


ANMIAIr  piociah 

89 

86 

87 

88 

89 

TOTAL 

QUAHTITt 

- IT? - 

- ill - 

ill 

216 

- m 

END  ITCH 

nsm 

4io4.I 

II55TS 

4143.4 

BISSTT 

LESS  ADV  PROCUUNCKT 

■J»7T.3 

-S2S.6 

-575.8 

-370.6 

-2169.1 

NET  REQUEST 

3637.8 

3381.1 

3623.7 

5673.6 

16517.0 

ADVANCE  PROCURCHENT 

PYSA 

*77.3 

677.3 

Hf87 

22.0 

503.6 

525. 6 

FYsa 

19.7 

556.1 

575.8 

FY8S 

16.6 

959.8 

570.6 

FY90/9I 

15.3 

599.5 

614.8 

TOTAL  BUDGET  REQUEST 

*94.3 

6161. L 

4152.S 

4154.8 

UTirs 

- mro:? 

HtiLTIYEAR  PROGRAM 

83 

86 

87 

88 

89 

TOTAL 

ANNUAL  VARIATION  IN  QTY 

36 

36 

il 

36 

U6 

rflILTlYEAR  QUANTITY 

ISO 

ISO 

180 

ISO 

720 

END  ITEM 

nrr? 

rwsTi  ■  ■ 

nrm 

1218.0 

■  «'44.1 

I.FSS  AOV  PROCURCHEirr 

-153.: 

-216.8 

-219.3 

-223.9 

-811.2 

NET  REQUEST 

494.4 

535.4 

993.9 

554.1 

39'3r5’ 

AlWANCE  PROCUREMENT 

FY86 

153.1 

153.2 

FY87 

83.9 

130.9 

216.8 

FYRS 

70.6 

65.8 

82.9 

219.3 

FYR9 

63.3 

60.0 

20.5 

80.1 

223.9 

TOtAl.  tniLTlYEAR  COST 

371.0 

1291. 1 

1053.9 

107* .0 

996.1 

- mrr 

NDrf-rfYP  REQUIREMENTS 

616.2 

3019.0 

2862.5 

2856.1 

3155.1 

12309.7 

TOTAL  BUDGET  REQUEST 

787.2 

6270.1 

3916.6 

5950.1 

6150.0 

17033.8 

rfYP  SAVINGS 

-207.9 

-109.0 

236.6 

266.7 

122.9 

227.1 
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DoWTOM.  MA«yiACtftrf|RTT^ 


HBUITtAB  mim  f  3A  (cntlMMA) 

TOTAL  nweiAN  rmoiiR  tlam 
r-lA  MODUCTION  (n86-rYS«) 

(TTI  IN  MILLIONS) 


M^tm  nOGKAM  80.4  84S.8  !l834.3  3451.4  38S).0  3854.7  1S41.5  438.5 

SATtNOB  -M.4  -141.0  -110.5  100.4  H4.3  148.3  46I4  'I'l'.J 


8 

17053.8 

127.1 
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Bottom.  Maasac  hu*rttji 


HOLTlTt**  UNKIT  f  * 
OMIUCT  rUNOINC  TUN 
r>K  noencrioN  (rru-mt) 
(TTt  IN  MIUIOM) 


ANMIAt  P1I0CRAH 

83 

86 

87 

aa 

19 

TOTAL 

qUANTITY 

113 

ISO 

116 

ISO 

720 

CNO  ITEM 

uas  ADv  pRocuuNiirr 

no 

-147.0 

1052 .6 
-155.1 

rran 

-161.1 

li2l.S 

-171.1 

4233. 3 
-638.7 

MET  REQUCST 

1773 

5573 

5*1.1 

5510 

AfWANCB  PtOCURCtCNT 

FYSb 

rr87 

n88 

rr89 

U7.0 

0.0 

133.1 

0.0 

U3.S 

0.0 

171.1 

167.0 

111.1 

161.1 

171.1 

TOTAL  lUDGET  REQUEST 

1*7.0 

100*. 5 

lOao.a 

Ull.2 

55I7I 

>RrLTXtEAR  CONTRACT 

aj 

aa 

17 

aa 

89 

TOTAL 

MULTIYEAR  QUANTITY 

iA6 

116 

il6 

116 

- 755 

END  (TLH 

IASS  ARV  PROCUREMENT 

iaa.o 

-115.7 

751TJ 
-in  .5 

573T5 

-199.2 

994.1 

*203.8 

- 5150 

-720.2 

NET  REQUEST 

iin 

7173 

75173 

750 

5170 

ARVANCE  PROCUREMENT 

PY86 

fYS? 

nss 

rY89 

125.7 

87.7 

74.7 

66.9 

io3.a 

69.6 

65.5 

56.9 

21.7 

51.7 

125.7 
191.5 
199.2 

201.8 

TOTAL  BUDGET  REQUEST 

iii.o 

1059.2 

i**.6 

846.0 

)9l.O 

HYP  SAVINGS 

-208,0 

-54.7 

196.6 

267.2 

117.2 

118.1 
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Boutom.  MA*iiACim*rTT« 


MULTXYCAt  EXHIBIT  f  4  (eeeclnucd) 
TOTAL  rROCRAM  rUNOtKG  FLAM 
r-16  PRODUCTION  (na6-PY8B) 

(TYI  IN  MILLIONS) 


OUTLAYS 

as 

at 

87 

8S 

89 

90 

91 

92 

93 

ANNUAL  CONTRACT 

li.d 

iH-mwi 

937.7 

■K-T-ira 

ii.l 

KULTIYEAI  CONTRACT 

26.2 

293.0 

733.8 

837.3 

837.0 

738.6 

30A.2 

86.3 

28.6 

SAYINGS  '21.1 

-111. a 

-64.7 

100.2 

197.0 

166.0 

68.4 

20.8 

3.7 

DELIVERIES 

ANNUAL  PROCRAM 

43 

189 

180 

180 

128 

MULTIYEAR  PROGRAM 

A3 

189 

180 

180 

128 
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Bostow.  Massachvsbtt* 


MULTIYEAK  EXHIBIT  >  4  A 
CONTRACT  FUNDING  FLAN 

F-i*  eMDUCTtoH  (rrat-na?) 

(TY$  IN  MILLIONS) 


ANNUAL  CONTRACT 

83 

M 

67 

66 

at 

TOUL 

OUANTm 

216 

216 

216 

216 

664 

END  ITCH 

m573 

1213.6 

1550 

1565.3  " 

«f7l.2 

I^S  AOV  rROCUREHCNT 

-163 .a 

-166.7 

-201.6 

-203.2 

-733.3 

NET  REOUESr 

55575 

155575 

155575 

1102.3 

6213.t 

ADVANCC  PROCURCHCNT 

FtSft 

163.8 

163.6 

FTS; 

9.9 

174.6 

166.7 

FY68 

10.2 

m.6 

201.6 

FY89 

10.8 

196.6 

203.2 

TOTAL  ntIDCCT  RCQUCST 

i)i.7 

1164.7 

1232.9 

1555. 5 

115175 

4971.2 

HULTIYF.AR  CONTRACT 

83 

66 

67 

66 

at 

TOTAL 

ANMIAf.  VARIATION  IN  QTY 

u 

36 

it 

53 

144 

HULTIVCAR  (JOANTITT 

160 

160 

160 

160 

720 

KHD  TTEH 

1147.6 

n5573 

151575 

IIU.6 

i7U.i 

LESS  AUV  FROCUACHCNT 

-133.2 

-216.6 

-219.3 

-223.t 

-611.2 

NET  BEQUEST  51573 - 55573 - 550 - 355171 


AnVANCe  PROCURCHCNT 
FY84 

FY8? 

FY88 

FY09 

133.2 

83.9 

70.4 

63.3 

130.9 

63.6 

60.0 

62.9 

20.3 

80.1 

133.2 
216.8 

219.3 

223.3 

TOTAL  RUOGCT  RCQUCST 

371.0 

lijt.i 

1033.9 

1576.6 

556.r 

'  tiu.\ 

HYP  SAVINGS 

.197.3 

•66.4 

179.0 

203.6 

108.2 

227.1 
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BOSTOW.  MAaSACNUSKTTa 


TOTAL  FtOCfUUI 


144.1 

M4.4 

1019.1 

1090.9 

929.2 

4111.4 

424.3 

338a.S 

3317.0 

3732.3 

3111.0 

14991.4 

420.3 

3133.3 

3332.1 

3193.7 

3149.9 

14831.3 

416.1 

3311.2 

3497.1 

3139.1 

3113.1 

14704.3 

412.0 

3413 .0 

3412.1 

3122.3 

3377.1 

14337.2 

407. a 

3447.1 

3427.1 

3381.0 

3341.3 

14410.2 

312.1 

1080.4 

810.9 

812.9 

101.8 

3971.1 

338.1 

1019.8 

832.4 

834.3 

791.9 

3934.2 

333.0 

1039.2 

844.0 

841.0 

791.0 

1893.2 

331.3 

1041.1 

833.1 

837.3 

781.1 

3831.2 

347.9 

1038.0 

127.1 

829.1 

773.2 

3817.3 

TOTAL  PKOGRAH 


720.4 

3181.3 

1318.1 

3398.5 

3308.9 

14132.9 

713.1 

3150.3 

3281.1 

3313.2 

3474.3 

14489.4 

701.3 

3114.2 

3233.3 

3311.9 

3440,1 

14341.0 

199.2 

3371.0 

3221.0 

3298.1 

3403.7 

14202.3 

192.1 

3341.9 

3188.3 

1213.2 

3171,1 

14039.1 
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OOSTON.  MASflACttttKRTTM 


HUITITCAK  CXHtllT  ISA 

tMTACT  or  iHruTioN  OH  rmmiHC 
r-16  r«oovcTiON  (rysb-rrso) 
TOA  (Ttt  IH  MILLIONS) 


ANNUAL 

83 

as 

87 

88 

84 

TOTAL 

CONTtACT 

+2* 

177.2 

U0S.4 

1237.6 

1303.2 

1124.3 

3070.6 

♦IX 

173.4 

1146.3 

1245.2 

1240.4 

1113.3 

3020.4 

BUDGET 

173.7 

1186.7 

1232.4 

1277.6 

1102.3 

4471 .2 

-II 

172.0 

1172.4 

1220.6 

1264.8 

1041.3 

4421.3 

-2X 

170.2 

1161.0 

1208.2 

1232.0 

1080.3 

4871.8 

TOTAL  rtOCtAM 

♦51 - 

309.3 

4244.3 

4233.4 

4278.7 

4338.4 

17626.4 

♦IX 

304.3 

4202.7 

4144.3 

4236.7 

4313.6 

17433.7 

BUDGET 

499.3 

4161.1 

4132.8 

4144.8 

4272.4 

17280.4 

-IX 

494.3 

4119.3 

4111.3 

4132.4 

4230.2 

17108.1 

-2X 

489.3 

4077.9 

4044.7 

4110.4 

4187.4 

16433.3 

MULTIYEAE 

85 

86 

87 

88 

84 

TOTAL 

CONTtACT 


422 

♦II 

BUDGCT 

-II 

-22 

TOTAL  no«8AH 

378.4 

374.7 

371.0 

367.3 

363.6 

1276.1 

1263.6 

1231.1 

1238.6 

1226.1 

*2X 

802.4 

4333.3 

♦IX 

793.1 

49t2.8 

BUDGET 

787.2 

4270.1 

-II 

779.3 

4227.4 

-21 

771.3 

4184.7 

1073.0 

1043.3 

1014.0 

4834.0 

1064.4 

1084.7 

1004.0 

4741.6 

1033.4 

1074.0 

444.1 

4744.1 

1043.4 

1063.3 

484.2 

46H.7 

1032.8 

1032.3 

474.2 

4644.2 

3494.7 

4008.7 

4233.0 

17344.4 

3933.6 

3969.4 

4191.3 

17224.3 

3416.4 

3430.1 

4130.0 

17U33.8 

3877.2 

3890.S 

4108.3 

16883.3 

3838.1 

3831.3 

4067.0 

16712.7 
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OONTOM. 


MiLTireAt  niiiiiT  1 1 

SAVIHCS  MD  COST  AVOIDANCE 

r-ti  rAooucTiON  (ns6-na9) 

CONTEACT  SUMHAET.  (TTS  IN  HILLIONE) 


SI 


S6 


ANHIIAI.  CONTMCT! 

ANNUAt.  QUANTITY 

ANNUAL  cost 

147 .0 

ISO 

lOOA.S 

HULTIYCAR  CONTNACTl 
HULTIYEAK  QUANTITY 
HUtTtYEAR  COST 

ISS.O 

ISO 

lOSS.l 

DirPCAENCe 

-208.0 

-5A.7 

SOURCE  or  SAVINGS 

(S 

IN  MILLIONS) 

INn.ATtON 

VENDOR  PROCURENENT 

NANUPACTURINC 

0ESYGN/EN61NSER1NG 

TOOL  MSICN 

SUrrORT  EQUirMCNT 

oniEk 

IS4.1 
164  .a 
n.s 

17. S 
0.0 
0.0 
0.0 

total 

uo 

KPLANATtOH  Of  SAVINGS 

OF 

ss 

S» 

total 

IBQ 

ISO 

ISO 

720 

1040.4 

II13.1 

S6I.2 

62S3.3 

ISO 

ISO 

ISO 

720 

S44.0 

846.0 

;si,o 

38*3.2 

m.t 

267.2 

IS7.2 

3SS.3 

INfUTION  •'Tiie  SAVINGS  IN  THIS  AEEA  IS  A  EESULT  Of  CONTEACT  COWaT«NTS  AMD  tXTCNDXTVEES  nillC  MAM  AX  A  TASm 
RATE  imncE  A  HULTIYEAE  fEOCEAM  SECAUSE  Of  ECONOMIC  OEDEE  qUAMTITT  SUTS. 


VENIlOE  PEOCVEEHENT  -  THE  SAVINGS  IN  THIS  AEEA  (SUSCONTEACTS  AMD  HATEEIAL8)  IS  DUE  TO  THE  AEIUTT  OT  THE  ODHTEACIOB 
TO  SVY  IN  HONE  ECONOHICAL  LOTS  (EOq).  GO/TH  I  S  NEGOTIATED  QOAMTITT  SUT  DISCOUNT  rACTOES  HITI  EACM  OF  TUU 
VENDOES  rOE  SEVERAL  DimEENT  FEODUCTION  EATES. 

HAHUrACTUEIMC  -  THE  SAVINGS  IN  THIS  AEEA  IS  A  EESULT  OF  HAHHOUt  EEOUCTIONS  IN  $ET-UF  COSTS  lESOLTIin  FtOH  LOaGSB 
EUN  TINES,  FEHEE  LOT  EELUSES,  AND  IHFEOVEO  MAMUFACIUEING  FEOCESSES. 


r.NCIHKEEINC  -  THE  SAVINGS  IN  THIS  AEEA  IS  A  EESULT  OF  NULTITEAS  FEOGEAH  EFFICIENCIES  IN  THE  EESEABCN  AND  EHCINEES* 
INC  AREA.  NULTITEAI  FEOGEAHS  ASSUME  A  STABU  FEODUCTION  CONFICUEATIOM  NITN  EEOUCED  ENalNESKINO  CNAMOIN  AMD  TNUi 
A  REDUCTION  IN  RESEARCH  A  CNCINEEEINC  MAMHOUES. 
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MULTITUI  nniBIT  I  6  A 
SAVINGS  AND  COST  AVOIDANCZ 

r-is  rsoDucTioN  (ns6>ns9) 
cattisACr  svMMASY  (tts  in  millions) 


SS 

SS 

87 

SB 

89 

TOTAL 

ANMUAL  COKTtACTx 

ANNUAL  qUAMTXTY 

IIS 

Its 

tis 

IIS 

SSS 

ANNUAL  COST 

171.7 

USA  .7 

1131.9 

1177 .S 

tIOZ.3 

A971.2 

MULTITEAI  CONTRACTi 

ANNUAL  VARIATION  tN  QTT 

36 

3S 

36 

3S 

144 

HULTlYCAt  QUANTITY 

ISO 

ISO 

180 

180 

720 

MILTIYSAA  COST 

371.0 

1231. t 

1033.9 

1074.0 

99S.I 

4744.1 

oirmcNd 

.197.3 

•66  A 

179.0 

203.6 

108.2 

227.1 

souses  or  SAVINGS  (S  in  millions) 


INrUTlON 

VtNOOS  PROCUUKEKT 

104.5 

HANUfACTURXMG 

13  .S 

OESICN/ENCtNEERlHC 

11.4 

TOOL  OtSXGN 

0.0 

SUPPORT  EQUlPMBKr 

0.0 

OTltER 

0.0 

TOfAC 

227.1 

EEFLANATION  OF  SAVINGS 

IHfLATION  -  TMB  SAVINGS  IN  THIS  ASEA  IS  A  RESULT  Of  CONTSACT  COHMITMSNTS  AMD  EXPENDITUUS  ItlNC  MADS  AT  A  rASTt* 
SATE  UMOSS  A  HULTIYEAS  EROCRAH  BECAUSE  Of  ECONOMIC  ORDER  QUANTITY  BUYS. 

VENDOR  FROCUREMENT  •  THE  SAVINGS  IN  THIS  AREA  (SUBCONTRACTS  AND  MATERIALS)  IS  DUE  TO  THE  ASILITT  OF  THE  CONTRACTOR 
TO  BUY  IN  MORE  ECONOMICAL  LOTS  (EOQ).  CD/FH  HAS  NEGOTIATED  QUANTITY  BUT  DISCOUNT  FACTORS  WITH  EACH  OF  THEIR 
VENDORS  rOR  SEVERAL  DIFFERENT  PRODUCTION  RATES. 

MANUFACTURING  -  THE  SAVINGS  IN  THIS  AREA  IS  A  RESULT  OF  MANHOUR  REDUCTIONS  IN  SET-UF  COSTS  RESULTING  FROM  LONCER 
RUN  TIMES,  FEVER  LOT  RELEASES,  AND  IMFROVED  MANUFACTURING  FROCESSES. 

ENCINEERINC  -  THE  SAVINGS  IN  THIS  AREA  IS  A  RESULT  OF  MULTIYEAR  FROCRAM  EFFICIENCIES  IN  THE  USEAECH  AND  ENGINEER¬ 
ING  AREA.  MULTITUR  PROGRAMS  ASSUME  A  STAIU  FRODUCTION  CONFIGURATION  VITV  JIEDDCED  ENGINEERIMO  CHANCU  AMD  THIS 
A  UOUCTION  IN  RESEAROI  A  ENCINEERING  MANHOURS. 
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HUl.TtYEAR  EXHIBIT  I  7 

IMPACT  OH  DEFENSE  INDUStRUL  BASE  OP  THE  MUkTlTEAA  PEOCEAH  T*iEC/D  PEODUCtlOM  (nSE-n*)) 

IHTROVEO  COMPETITION 
— - - 

Effect  of  HYP  ytiui  Animal  Buy  on  Co«p<tltton.  More  contrectere  thould  be  iatereeced  beeaueo  of  terser  Coveraaeot 
coMltaenc.  Cofttreecore  vould  be  tu«*«nteed  longer  productloo  rune  to  eaortiio  nonreeurrlng  eoite,  ecebillte 
work  force  end  bueiaeee  beeot  end  poeeibly  reduce  overhead  if  vinnete  under  ■ultlpeer*  Oa  tho  laltiei  P«1E 
•alttyeer  buy,  U  ouboyeteae/coaponenee  were  coapeted*  Thle  wee  pertlelly  due  to  aulciyeer*  The  aubeyeeeae/eoapo- 
naace  for  the  follow-on  P-14  aulciyeer  buy  wilt  not  be  coapeCed  egela  eiaee  euffleieot  optioo  giteatltlee  reaeia 
froa  the  Inieiel  aultlyeer  buy  for  the  follo^oo  buy. 

EHWAWCED  INVESTMENT 

Effect  on  Ceyltel  inveeteent  of  Techwoloey  Hedernlretloti  of  MYP  vereue  Annuel  Buy*  Increeee  la  Cipltel  InveeCaent 
due  to  raiilttyeAr  procureeent  wmc  obtelned  j  result  of  tnltlel  aultlyeer  contract.  The  follow-on  eultlyeer 
ronti.iit.  will  liMve  little  additional  Inpacc.  Capitol  luveetccnt,  excluding  tecitnology  aodernltetloo,  Le  eetiaeted 
In  cxccie  of  $20  alllloU' 

IMPROVEMENT  IN  VENDOR  SKILL  LEVELS 

laproveaent  In  Vendor  Skill  Levele  Thet  Would  Eeeult  froa  MtP  vereue  Annuel  Buy.  The  ability  to  recruit  end 
reerln  hlghly-ektlled  pereennel  will  be  enhenced  through  eeeurenee  to  eaployeee  of  longer  pertede  of  eaployaent 
on  e  aultlyeer  beete.  Vendor#  ere  ellowed  to  produce  in  optlaua  quentltlee  which  Increeee  oklll  levele  over  life 
of  the  contrect* 

TRAININC  PROGRAM 

Effect  of  MYP  vereue  Annuel  Buy  on  Trelnlnt  Progreae«  A  eteble  work  force  ahould  tebulre  leee  tretnlng  end 
repleceaent  of  pcreonnel*  - 

PEOCRESS  PAYMENT  ClIAMCCS 

Effect  on  Pretreei  Peyaente  e  MtP  vereue  Annuel  Buy »  COq  will  Increeee  the  progreee  peyaent  dolUt  eaounta  la 
Che  eerller  yeere  of  the  MtP  end  decceeee  thea  lecer*  Total  coate  go  down,  end  eince  progroeo  peynoate  era  e 
percent  of  eoet,  then  they  will  go  down  ee  well* 

USE  or  MULTIYEAR  COKTEACTOES  (VENDORS) 

Identity  of  Cclticel  Su^owtrectore/Suopllere  Whoee  toee  Would  Piece  the  frotrea  at  Elek*  We  tee  no  loee  of 
erlcicfll  eubcoocrectore/oup^llere.  ”  . . 

Wee  ef  NTP  vereue  Annuel  Buy  Effect  on  the  Uee  of  Multiyear  Vendore*  The  uee  of  KTP  ehould  flow  down  to  aoet 
eendore  end  eubcontrectore. 


^  -r,  V.  -* 
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HULnmt  EXKtSZ.T  0  7  (cMClftiaJ) 

IHOfASIB  ytODUCTlOW  CAfACITT 

effect  ttB  froJu^tloo  Surf  C<Mbtllty  for  toch  Apiiu«1  tuy  •nd  Hyf.  Sur|«  e«p«bl2tcy  «hoaltf  b«  •ahinead;  rh« 
graacar  protm  teakility,  e^pUd  with  eh*  Ineraacad  probability  af  Inaaataant  la  produettoa  aaaaca/aqulpaaac, 
will  taod  to  pcovida  groatar  produettoa  of fietaney/floslbiXitp/aurga  capability- 

tggact  OB  produettoa  Capacity  for  both  Aaaaal  buv  aad  MT»  Altamatlvaa.  Hob*  to  prlaa* 

Iggact  00  Hatarlal  Load  TIbo  for  Critical  Matarlala  aod  CoBpoaaata  og  IffP  Anoual  buy-  Hatarlal  load  tlaaa 

do  aot  ehanga  dua  to  aathod  of  contracting*  Advanca  buy  a^  eancallatlon  calling  provlalona  la  Bultlyoar  cuatracta 
glaa  tho  prloa  contractor  tha  glaalblllcy  to  ardor  aarllar  gor  out  yaar  raqulraaonta- 
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THEN  TtAR  OOLUnS 

37.9 

320.9 

899.1 

1023.1 

927.7 

382.8 

106.9 

^h.0 

1711.1 

COMTAJIT  00U.AM 
(691) 

37.9 

302.7 

768.0 

869.2 

81)8.8 

717,6 

282.1 

76.6 

21.2 

392T,1 

PRtSBtT  VALUC* 

3«.a 

262.1 

6o9.2 

223. 2 

993.1 

1)21.8 

191.9 

37.9 

10.8 

2709.1 

otprcmcs 

89 

86 

87 

88 

89 

90 

9X 

92 

93 

TOTAL 

TMn  YtAR  D01.UR8 

•20.2 

•109.9 

82.1 

193.T 

^0.1 

l9.0 

STTT 

COWSTART  DOLUM 
(898) 

•20.2 

•103.3 

•62.2 

69.8 

121.6 

91.0 

3T.0 

10.9 

2.6 

192.8 

PRem  TAum' 

•19.3 

•89.9 

•19.0 

90.1 

81.3 

99. T 

19.9 

9.1 

1.1 

99.1 

'UBIO  101  OISCOUIT  PACTOR 
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APPENDIX  C 


APPRO 

AFSC 

BES 

DOD 

DRB 

EOQ 

DSARC 

DSCS  III 

FAR 

FV 

FY 

GAO 

HAC 

HCA 

IRR 

MYP 

NTE 

0MB 

OSD 

PAR 

PBD 

PDM 

POM 

PPBS 


Glossary 

Air  Force  Plant  Representatives  Office 

Air  Force  Systems  Command 

Budget  Estimate  Submission 

Department  of  Defense 

Defense  Resources  Board 

Economic  Order  Quantity 

Defense  Systems  Acquisition  Review  Council 

Defense  System  Communications  Satellite 

Federal  Acquisition  Regulations 

Future  Value 

Fiscal  Year 

Government  Accounting  Office 

House  of  Representatives  Appropriations 
Committee 

Head  of  Contracting  Activity 
Internal  Rate  of  Return 
Multiyear  Procurement 
Not-To-Excecd 

Office  of  Management  and  Budget 
Office  of  the  Secretary  of  Defense 
Program  Assessment  Review 
Program  Budget  Decision 
Program  Decision  Memorandum 
Program  Objective  Memorandum 
Planning,  Procurement,  Budgeting  System 
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Present  Value 
Rough'Order'Of-Magnitude 
Special  Projects  Office 
Secretarial  Program  Review 
Total  Obligational  Authority 
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